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FISCAL  YEAR  1995  U.S.  FOREIGN  ASSISTANCE 
TO  EASTERN  EUROPE,  THE  EASTERN  MEDI- 
TERRANEAN AND  IRELAND 


WEDNESDAY,  MARCH  16,  1994 

Housp:  of  Representatives, 
Committee  on  Foreign  Affairs, 
Subcommittee  on  Europe  and  the  Middle  East, 

Washington,  B.C. 
The  subcommittee  met,  pursuant  to  call,  at  9:47  a.m.,  in  room 
2172,    Rayburn    House    Office    Building,    Hon.    Lee    H.    Hamilton 
(chairman  of  the  subcommittee)  presiding. 

OPENING  STATEMENT  OF  HON.  LEE  H.  HAMILTON 

Chairman  HAMILTON.  The  Subcommittee  on  Europe  and  the  Mid- 
dle East  meets  today  in  open  session  to  discuss  the  fiscal  year  1995 
foreign  assistance  request  for  Eastern  Europe,  the  Eastern  Medi- 
terranean and  Ireland.  Our  witnesses  are  the  Honorable  Stephen 
Oxman,  Assistant  Secretary  of  State  for  European  and  Canadian 
Affairs;  the  Honorable  Ralph  Johnson,  Coordinator  for  East  Euro- 
pean Assistance  in  the  Bureau  for  European  and  Canadian  Affairs 
at  the  Department  of  State;  the  Honorable  Thomas  Dine,  Assistant 
Administrator,  Bureau  for  Europe  and  the  New  Independent 
States,  USAID;  and  the  Honorable  Darel  Johnson,  Principal  Direc- 
tor for  European  and  NATO  policy  at  the  Department  of  Defense. 

This  is  the  first  of  several  hearings  that  the  subcommittee  will 
have  on  U.S.  assistance  programs  in  the  areas  under  its  jurisdic- 
tion. Today's  hearing  will  focus  on  U.S.  assistance  to  Central  and 
Eastern  Europe,  Greece,  Turkey,  Cyprus,  Ireland,  and  Portugal, 
and  a  number  of  small  programs  in  the  Baltics  and  the  former 
Yugoslavia. 

The  administration's  request  for  these  programs  in  fiscal  year 
1995  includes:  $380  million  for  building  democracy  in  Central  and 
Eastern  Europe;  $317  million  in  military  loans  for  Greece;  $450 
million  in  military  loans  and  $100  million  in  economic  assistance 
for  Turkey;  $15  million  in  economic  assistance  for  Cyprus;  and  $15 
million  in  economic  assistance  for  the  International  Fund  for  Ire- 
land. 

Gentlemen,  we  welcome  you  before  the  subcommittee.  Your  pre- 
pared statements,  of  course,  will  be  entered  into  the  record  in  full. 

Mr.  Oilman,  do  you  have  a  statement? 

Mr.  Oilman.  Thank  you,  Mr.  Chairman. 

As  you  indicated,  the  subcommittee  begins  its  annual  cycle  of  fis- 
cal year  1995  foreign  assistance  hearings.  We  have  before  us  today 
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representatives  of  the  State  Department,  USAID,  and  the  Depart- 
ment of  Defense  who  will  report  the  administration's  fiscal  year 
1995  foreign  assistance  request  for  nations  in  Eastern  Europe  as 
well  as  Greece,  Turkey,  Cyprus,  and  the  International  Fund  for  Ire- 
land. 

We  are  pleased  to  welcome  our  expert  witnesses  before  us  this 
morning,  and  review  the  request  in  the  context  of  the  administra- 
tion's foreign  aid  reform  framework,  which  is  concurrently  the  sub- 
ject of  full  committee  review. 

I  would  like  to  particularly  welcome  Tom  Dine  in  his  new  capac- 
ity as  Assistant  Administrator  of  USAID.  As  we  know,  Tom  served 
as  Executive  Director  of  AIPAC  for  many  years.  And  most  of  the 
strength  of  the  U.S./Israel  relationship  rested  squarely  on  his 
shoulders.  I  know  that  he  will  continue  to  make  valuable  contribu- 
tions to  our  public  policy  considerations  now  with  respect  to  East- 
ern Europe,  Russia,  and  the  new  independent  states. 

Mr.  Chairman,  we  look  forward  to  hearing  the  testimony  this 
morning,  and  in  working  with  the  administration  in  trying  to  make 
certain  that  our  scarce  foreign  assistance  resources  will  be  allo- 
cated effectively  and  wisely. 

Thank  you,  Mr.  Chairman. 

Chairman  Hamilton.  Do  each  of  you  have  a  statement  now  to 
make? 

Mr.  OxMAN.  Yes,  Mr.  Chairman. 

Chairman  Hamilton.  OK  We  will  begin  with  you,  Mr.  Secretary, 
and  move  across  the  line.  Your  full  statements,  of  course,  will  be 
entered  into  the  record  without  objection.  We  would  appreciate  it 
very  much  if  you  summarize  briefly  your  statements  so  we  can 
move  to  questions  rather  quickly.  Mr.  Secretary. 

STATEMENT  OF  HONORABLE  STEPHEN  A.  OXMAN,  ASSISTANT 
SECRETARY  OF  STATE  FOR  EUROPEAN  AND  CANADIAN  AF- 
FAIRS, U.S.  DEPARTMENT  OF  STATE 

Mr.  OxMAN.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
with  you  and  your  colleagues  this  morning.  Let  me  highlight  some 
of  the  parts  of  my  prepared  statement  concerning  Central  and 
Eastern  Europe  and  Turkey.  I  will  not  get  into  the  issues  I  covered 
in  the  written  statement  concerning  Greece,  Cyprus,  and  the  Inter- 
national Fund  for  Ireland.  And  I  would  be  happy  to  answer  your 
questions  on  those. 

Ralph  Johnson  will  describe  our  overall  assistance  programs  in 
Central  and  Eastern  Europe.  Tom  Dine  will  speak  more  particu- 
larly about  those  programs. 

First,  on  the  SEED  Act,  let  me  comment  very  briefly.  As  you 
noted,  we  are  requesting  $380  million  for  fiscal  1995.  We  continue 
to  believe  that  the  development  of  a  market  economy  and  democ- 
racy in  Central  and  Eastern  Europe  is  very  important  for  the  Unit- 
ed States.  A  democratic  and  prosperous  Central  and  Eastern  Eu- 
rope will  help  make  Europe  more  secure.  It  will  provide  markets 
for  U.S.  goods  and  services.  And  it  will  provide  a  tangible  example 
to  support  reform  in  the  former  Soviet  Union. 

The  SEED  Act  program  is  intended  to  be  transitional.  As  a  result 
of  progress  in  reform  in  the  region,  we  are  starting  to  make  the 


transition  from  aid  to  trade  and  investment.  And  we  are  shifting 
emphasis  within  the  region. 

There  are  three  main  objectives.  First,  support  privatization  and 
market  reforms.  Second,  support  democratic  institutions.  Third,  im- 
prove the  quality  of  life. 

Ralph  Johnson  and  Tom  Dine  will  describe  some  of  the  specific 
SEED  projects  in  furtherance  of  these  goals.  We  believe  the  SEED 
program  has  been  extremely  successful.  It  is  a  cornerstone  of  Presi- 
dent Clinton's  strategy  to  have  a  full  integration  in  Europe. 

With  respect  to  Turkey,  Mr.  Chairman,  we  have  requested  $453 
million  in  military  loan  assistance,  $100  million  in  grant  assist- 
ance, and  $1.0  million  in  training  assistance.  I  just  returned  from 
a  trip  to  Europe  last  week,  including  2  days  in  Ankara. 

As  you  noted  in  letters  to  the  Secretary,  Mr.  Chairman,  Turkey's 
struggle  against  PKK  terrorism  has  led  to  reports  of  serious  human 
rights  violations  including  allegations  of  torture  of  prisoners  and 
restrictions  on  freedom  of  speech  among  others. 

I  want  to  tell  you  that  we  are  extremely  troubled  by  this  prob- 
lem. And  in  Ankara,  I  raised  our  concerns  both  publicly  and  pri- 
vately. I  stressed  the  importance  of  showing  improvement  in 
human  rights  for  continued  U.S.  and  international  support. 

I  noted  that  Turkey's  goal  of  defeating  terrorism  and  preserving 
the  Turkish  state  is  obviously  legitimate,  and  we  support  that.  But 
it  cannot  afford  to  alienate  a  significant  part  of  its  population  by 
exclusive  concentration  on  military  measures. 

As  you  know,  the  Turkish  parliament  recently  lifted  immunity 
for  eight  of  the  deputies.  While  in  Turkey,  I  told  them  of  our  great 
concern  about  this.  I  noted  that  this  has  serious  implications  for 
the  strength  of  democratic  institutions,  and  could  increase  support 
for  separatist  extremists.  And  I  can  tell  you,  Mr.  Chairman,  that 
my  statements  in  Turkey  were  widely  reported  and  publicized. 

We  will  continue  to  monitor  this  particular  situation  very  closely, 
and  we  will  urge  the  Turkish  Government  to  make  progress  on  it. 

Nonetheless,  we  believe  that  U.S.  interests  justify  our  aid  re- 
quest for  Turkey.  Although  Turkey  lives  in  a  tough  neighborhood 
and  is  under  terrorist  threat,  it  is  still  committed  to  democracy, 
secularism,  and  the  rule  of  international  law.  It  is  an  important 
model  in  the  region.  Its  cooperation  with  the  Provide  Comfort  exer- 
cise, by  which  we  enforce  the  no-fly  zone  in  northern  Iraq,  and  with 
the  enforcement  of  sanctions  against  Iraq,  has  helped  us  maintain 
pressure  on  Saddam  Hussein  to  comply  with  U.N.  resolutions,  and 
has  helped  us  protect  the  Kurdish  population  in  northern  Iraq. 

Turkey's  efforts  have  helped  produce  recent  progress  in  the  Cy- 
prus negotiations.  Turkey  has  supported  the  United  States  in  mul- 
tilateral efforts  to  bring  peace  to  the  Balkans  and  to  the  Caucasus. 
Turkey  has  developed  closer  cooperation  with  Israel,  and  has  sup- 
ported the  Middle  East  peace  process.  Our  Defense  and  Economic 
Cooperation  Agreement  with  Turkey  gives  us  access  to  air  bases 
and  other  facilities  that  are  very  important  to  regional  security. 

Our  assistance  will  help  Turkey  modernize  its  forces  to  permit  it 
to  support  NATO  and  other  activities,  and  to  meet  the  very  real 
threat  posed  by  some  of  its  neighbors.  It  will  also  help  provide  sup- 
port for  needed  economic  reforms.  And  the  direct  military  training 


request  will,  among  other  things,  expose  the  Turkish  military  to 
the  importance  that  we  attach  to  human  rights. 

We  cannot  minimize  the  importance  of  human  rights  improve- 
ments in  Turkey,  and  we  are  extremely  sensitive  to  these  concerns. 
But  on  balance,  Mr.  Chairman,  and  members  of  the  subcommittee, 
and  after  a  careful  review,  we  believe  that  our  overall  foreign  policy 
goals  warrant  a  continuation  of  our  aid  to  Turkey. 

Now  I  would  like  to  turn  to  Ralph  Johnson  and  Tom  Dine,  who 
will  discuss  the  SEED  program,  Mr.  Chairman. 

[The  prepared  statement  of  Secretary  Oxman  appears  in  the  ap- 
pendix.] 

Chairman  Hamilton.  Mr.  Johnson. 

STATEMENT  OF  HONORABLE  RALPH  JOHNSON,  COORDINA- 
TOR FOR  EAST  EUROPEAN  ASSISTANCE,  BUREAU  OF  EURO- 
PEAN AND  CANADIAN  AFFAIRS,  U.S.  DEPARTMENT  OF  STATE 

Mr.  Ralph  Johnson.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure 
to  be  with  you  and  the  members  of  the  subcommittee  this  morning. 

I  would  like  to  say  a  few  words  about  change  and  continuity  in 
our  assistance  efforts.  Since  being  designated  SEED  coordinator 
last  summer,  I  have  made  several  trips  to  the  region  to  take  a  first- 
hand look  at  our  assistance  activities. 

Above  all,  I  was  struck  by  the  dual  nature  of  this  program.  It  has 
evolved  tactically,  and  it  has  evolved  in  response  to  changes  in  con- 
ditions in  Central  and  Eastern  Europe.  And  it  does  reflect  the  ad- 
ministration's new  priorities.  But  its  rationale  has  remained  con- 
stant. 

U.S.  interests  continue  to  represent  the  bedrock  beneath  our  pro- 
gram. The  Vice  President  put  it  very  well  in  Milwaukee  on  January 
6,  when  speaking  about  the  transition  in  Central  and  Eastern  Eu- 
rope, he  said  that,  "It  is  in  America's  self-interest  for  those  reforms 
to  succeed  and  to  endure."  We  must  not  forget  that  our  own  secu- 
rity and  prosperity  are  affected  by  what  happens  there. 

The  second  element  of  continuity  is  to  be  found  in  the  goals  of 
our  assistance.  Our  programs  with  SEED  as  their  centerpiece  still 
seek  to  advance  our  interests  and  promote  our  values  in  the  region 
by  helping  in  the  development  of  market  economies  in  the  private 
sector,  by  strengthening  the  institutions  necessary  to  sustain  de- 
mocracy, and  by  improving  the  basic  quality  of  life  in  selected 
areas. 

Third,  our  political  commitment  to  the  region  has  not  wavered. 
Despite  budget  constraints,  we  remain  actively  engaged.  I  believe 
that  the  leaders  and  the  people  of  Central  and  Eastern  Europe  are 
convinced  of  our  determination.  They  know  that  we  are  partners 
helping  them  in  this  extraordinary  journey. 

Finally,  the  innovative  nature  and  inter-agency  character  of  the 
program  have  not  changed  either.  Its  creative  spirit  has  endured 
as  is  demonstrated  by  tne  enterprise  funds  and  the  public/private 
partnership  of  many  of  our  activities. 

We  draw  on  the  expertise  of  over  a  dozen  government  agencies 
brought  together  under  my  direction.  A  hallmark  of  this  program 
has  been  its  unprecedented  inter-agency  cooperation. 

These  elements  of  continuity,  however,  do  not  tell  the  whole 
story.  Responding  to  developments  here  and  in  the  region,  the  pro- 


gram  has  changed.  And  I  will  say  just  a  few  words  about  those 
changes. 

The  President's  trip  to  Prague  heralded  a  number  of  new  devel- 
opments. He  announced  on  January  12  a  major  new  initiative 
called  the  Democracy  Network  to  help  bolster  the  emerging  civil  so- 
cieties in  the  region.  That  effort  will  be  funded  at  $30  million  over 
the  next  three  to  5  years. 

The  President  also  took  note  of  the  strains  which  have  been 
caused  by  economic  transition.  He  announced  in  Prague  that  we 
would  step  up  our  effort  to  help  Central  and  East  European  gov- 
ernments deal  with  the  social  and  the  human  dimension  of  reform. 
I  want  to  underscore  that  that  initiative  will  not  involve  large  addi- 
tional resources  from  our  side.  Indeed  only  the  World  Bank  can 
provide  the  financial  resources  necessary  to  support  the  countries 
in  the  region  in  this  dimension  of  their  reform. 

I  will  lead  a  SEED  effort  with  support  from  USAID  and  the 
Labor  Department,  and  in  conjunction  with  the  World  Bank,  that 
will  focus  on  working  more  effectively  with  host  governments,  im- 
proving donor  coordination,  and  drawing  on  some  unique  U.S. 
strengths. 

The  SEED  program  will  also  respond  in  some  carefully  defined 
ways  to  the  requirements  of  Bosnian  reconstruction.  We  are  now 
examining  options  that  would  involve  a  limited  amount  of  SEED 
resources  to  help  in  the  early  stages  of  rebuilding.  Precise  SEED 
contributions  are  not  yet  settled.  And  it  is  clear  that  the  magnitude 
as  well  as  the  nature  of  the  reconstruction  task  ahead  are  well  be- 
yond the  scope  of  the  SEED  program. 

SEED  has  also  responded  to  internal  evaluations.  We  realized 
last  year,  for  example,  that  despite  good  intentions  the  G-24  proc- 
ess was  not  playing  an  effective  coordinating  role,  particularly  for 
democracy  building.  We  have  therefore  taken  the  initiative,  and  are 
pushing  the  coordinating  function  out  into  the  field. 

Two  of  our  embassies,  Budapest  and  Warsaw,  are  now  serving  as 
focal  points  for  such  coordination  activity  in  an  attempt  to  galva- 
nize others  into  action. 

We  have  also  made  progress  in  fleshing  out  a  U.S. -Japan  co- 
operation agreement  on  an  environmental  initiative  for  the  region, 
which  was  announced  by  President  Clinton  and  Prime  Minister 
Hosokawa  on  February  11. 

Last  week,  I  headed  a  delegation  that  met  with  Japanese  officials 
in  Tokyo  to  discuss  the  implementation  of  the  initiative,  which  will 
include  up  to  $1  billion  in  untied  loans  from  the  Japanese  side.  Al- 
though questions  remain  to  be  clarified,  we  are  moving  ahead.  And 
I  expect  a  joint  U.S. -Japan  committee  to  meet  within  60  days  and 
to  begin  soon  to  examine  specific  projects. 

Technical  assistance  was  and  remains  the  main  form  of  our  as- 
sistance to  Central  and  Eastern  Europe.  It  is  appropriate  given  the 
status  of  the  Central  and  East  European  countries,  which  are  grap- 
pling with  the  effects  of  skewed  development  not  under-develop- 
ment.  It  is  also  appropriate  because  the  United  States  seeks  to 
transfer  skills  not  just  resources. 

SEED  was  never  conceived  as  a  permanent  feature  of  our  rela- 
tions with  the  region.  It  was  meant  to  support  reform  in  the  after- 
math of  communism.  We  have  already  begun  the  phase-down  of 


programs  in  the  more  successful  countries.  For  instance,  the  Czech 
Republic  is  now  poised  for  graduation.  Estonia  and  Slovenia  may 
follow  soon  thereafter. 

However,  we  now  believe  that  a  continuing  but  declining  aid 
commitment  to  the  region  as  a  whole  will  be  necessary  for  the  rest 
of  this  century.  Albania  represents  one  end  of  the  spectrum.  De- 
spite its  strong  record  so  far,  it  will  likely  merit  assistance  for 
years  to  come. 

Nevertheless,  resource  allocation  is  not  static.  The  largest  enter- 
prise funds  are  nearing  full  capitalization,  releasing  resources  for 
use  elsewhere.  In  general,  we  will  reallocate  resources  from  the 
more  successful  Northern  Tier  to  the  Southern  Tier,  where  mar- 
ginal assistance  dollars  can  have  a  potentially  greater  effect. 

We  will  not,  however,  undercut  reform  in  the  North  by  pre- 
maturely ending  our  efforts  there.  We  will  proceed  carefully  in 
shifting  resources  to  the  South.  And  I  would  add  that  such  a  shift 
is  not  automatic.  For  all  countries  in  the  region,  regardless  of  loca- 
tion, commitment  to  reform  remains  a  prerequisite  for  our  assist- 
ance. 

Despite  the  gloom  of  some  press  reports  and  the  very  real  strains 
of  transition,  we  should  not  overlook  the  extraordinary  accomplish- 
ments of  this  region,  however  uneven  the  benefits  have  been 
spread. 

Let  me  end  on  that  positive  note.  Success  may  not  be  assured, 
but  progress  is  real,  and  the  U.S.  contribution  has  helped  im- 
mensely. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Ralph  Johnson  appears  in  the 
appendix.] 

Chairman  Hamilton.  Thank  you,  Mr.  Johnson. 

Mr.  Dine. 

STATEMENT  OF  HONORABLE  THOMAS  A.  DIP^,  ASSISTANT  AD- 
MINISTRATOR FOR  EUROPE  AND  THE  NEW  INDEPENDENT 
STATES,  U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Mr.  Dine.  Mr.  Chairman,  and  members  of  the  subcommittee,  I 
am  pleased  to  have  this  opportunity  to  appear  before  you  this 
morning  to  discuss  the  U.S.  assistance  program  for  Europe,  encom- 
passing the  countries  of  Central  and  Eastern  Europe,  the  Baltics, 
Ireland,  Cyprus,  and  Turkey. 

It  has  been  my  privilege  and  honor  to  work  closely  with  this  com- 
mittee for  a  number  of  years.  As  USAID's  new  Assistant  Adminis- 
trator for  Europe  and  the  New  Independent  States,  I  look  forward 
to  continued  regular  and  close  contact  with  you,  Mr.  Chairman, 
and  your  colleagues. 

For  American  foreign  policy  to  be  successful,  it  must  have  a  do- 
mestic base.  In  the  case  of  our  policies  toward  the  countries  of  the 
former  Soviet  bloc,  congressional  support  depends  not  only  upon  a 
clear  understanding  of  the  program's  aims  and  accomplishments, 
but  also  upon  the  American  people's  appreciation  for  what  we  are 
doing  with  their  tax  dollars. 

A  major  goal  of  mine  is  to  both  encourage  public  support  and 
strengthen  a  bipartisan  coalition  in  favor  of  our  assistance  to  the 
countries  of  Central  and  Eastern  Europe. 


In  requesting  $380  million  for  fiscal  year  1995  for  Central  and 
Eastern  Europe,  I  come  before  this  subcommittee  with  the  convic- 
tion that  our  programs  over  the  last  three  years  have  contributed 
to  the  transitional  needs  of  the  region. 

It  is  in  the  interests  of  the  United  States  that  we  continue  sup- 
porting political  and  economic  reform.  Since  assuming  my  new  po- 
sition just  1  month  ago,  I  have  asked  the  question  what  really  have 
been  the  results  of  our  programs  in  this  region?  I  have  relied  not 
only  on  a  large  number  of  external  evaluations  and  audits,  but  also 
on  countless  conversations  with  recipients  of  our  aid,  as  well  as 
with  professionals  involved  in  delivering  technical  assistance. 

My  preliminary  conclusion  is  U.S.  programs  are  indeed  success- 
ful. A  lengthy  part  of  my  written  testimony  is  replete  with  exam- 
ples of  our  impact  in  the  areas  of  democratic  institution  building, 
privatization,  small  business  development,  energy  efficiency,  and 
environmental  repair. 

Difficulties,  however,  abound.  Together  we  face  many  critical 
challenges.  Democratic  institutions  have  been  established  from  Es- 
tonia to  Albania  to  Macedonia,  but  they  are  still  fragile.  Free  and 
fair  elections  have  been  held,  but  power  is  fragmented  among  so 
many  political  parties. 

In  country  after  country,  governing  coalitions  are  unstable.  The 
struggle  goes  on  in  grappling  with  fundamental  issues  such  as  gov- 
ernment's proper  role  vis-a-vis  the  private  sector.  Fairness  in  judi- 
cial systems.  Freedom  of  the  broadcast  media,  such  as  in  Hungary. 
And  minority  rights.  And  participatory  structures  for  local  govern- 
ment are  still  rudimentary. 

In  the  economic  arena,  only  cautious  optimism  is  in  order.  In 
countries  where  growth  has  just  turned  positive — such  as  in  Poland 
with  four  percent  real  growth  in  1993;  Albania  which  just  ended 
this  past  year  with  a  surprising  three  percent  real  growth;  and  the 
Czech  Republic  showing  1  percent  growth — economic 
underpinnings  are  still  not  solid. 

That  ends  the  record  of  net  pluses.  Hungary  shows  zero  growth. 
And  the  economies  of  Romania,  Slovakia,  Bulgaria,  and  the  rest  of 
the  Baltic  States  are  still  contracting. 

High  unemployment,  a  phenomenon  that  did  not  exit  before  1989 
is  now  prevalent  throughout  Central  and  Eastern  Europe,  and  pub- 
lic restlessness  is  spreading.  Many  of  the  jobless  are  victims  of  the 
down-sized  public  industries,  xnines,  and  government  bureaucracies 
that  supported  them.  These  new  poor  citizens  have  yet  to  experi- 
ence the  promised  benefits  of  market  economics. 

They  find  themselves  cutoff  from  social  services  previously  avail- 
able free  from  factory  or  government  jobs.  And  they  still  experience 
shock  at  the  market  prices  of  basic  needs — food,  clothes,  housing, 
and  energy. 

The  creation  of  permanent  private  jobs  is  not  happening  fast 
enough.  Many  traditionally  poor  groups  have  also  been  plunged 
deeper  into  poverty  by  reductions  in  government  services  caused  by 
budget  constraints.  Both  groups,  the  old  and  new  poor,  are  experi- 
encing genuine  disappointments  after  high  expectations. 

Foot  dragging  on  reform  by  elected  leaders  is  not  the  answer,  Mr. 
Chairman.  It  is  clear  that  the  governments  cannot  sustain  the  level 
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of  subsidies  and  free  services  that  characterized  Central  and  East- 
ern Europe's  command  economies. 

Moreover,  much  of  the  current  economic  pain  confronting  people 
is  due  to  inadequate  progress  on  reform.  Although  debate  continues 
to  rage  about  approaches,  more  reform  or  less  of  it,  and  although 
economic  hardship  is  an  inevitable  part  of  this  kind  of  comprehen- 
sive transformation  process,  it  is  essential,  I  believe,  for  these  coun- 
tries to  sustain  the  momentum  of  their  reforms,  and  that  we  con- 
tinue to  support  this  process. 

This  leads  me,  Mr.  Chairman,  to  point  out  our  priorities  for  fiscal 
year  1995.  Number  one,  in  the  democracy  building  portfolio,  elec- 
tion assistance  is  no  longer  desired.  We  need,  however,  to  focus 
now  on  helping  to  build  stronger  political  parties  and  institutions, 
and  providing  training  in  coalition  building. 

Second,  we  need  to  strengthen  civil  society  through  the  develop- 
ment and  empowerment  of  local  nongovernmental  organizations.  In 
implementing  President  Clinton's  January  announcement  in 
Prague  of  the  democracy  network,  for  instance,  I  hope  that  we  can 
cultivate  greater  citizen  participation  in  policymaking  and  govern- 
ment accountability. 

Three,  it  is  time  to  shift  resources  from  our  Northern  Tier  pro- 
grams into  the  Southern  Tier  countries  at  a  gradual  level.  Some 
countries  are  ready  to  be  placed  onto  the  graduation  track.  Other 
countries  have  only  begun  genuine  reform,  and  will  require  long 
term  assistance. 

Four,  we  must  place  greater  emphasis  on  helping  the  countries 
of  the  region  restructure  their  social  service  systems  to  the  needs 
of  a  market  economy. 

Five,  I  am  accountable  for  implementing  USAID  funds  through 
the  former  Soviet  bloc,  27  countries.  It  is  my  responsibility  to 
merge  two  groups  together  into  one  bureau  to  deal  civilly  and  effec- 
tively with  my  colleagues  at  State  and  other  agencies,  to  deliver  de- 
velopment, and  to  make  sense  out  of  contracting. 

In  sum,  Mr.  Chairman,  my  initial  observations  of  our  assistance 
to  15  countries  of  Central  and  Eastern  Europe  lead  me  to  the  con- 
clusion that  our  transfer  of  American  technical  know-how  is  having 
a  positive  impact.  Structural  and  psychological  barriers  remain  as 
each  country  makes  its  own  future.  America's  role  is  catalytic,  help- 
ing to  establish  political  pluralism,  rejuvenate  market  economics, 
restructure  the  social  sectors,  create  energy  efficiency  systems,  and 
conserve  and  preserve  the  environment,  all  in  an  integrated  fash- 
ion. 

For  instance,  on  the  privatization  side,  the  Presidents  of  the 
Ukraine  and  Kazakhstan  have  recently  told  Brian  Atwood  and  my- 
self their  desires  to  bring  this  technical  assistance  to  their  coun- 
tries, because  it  has  worked  in  Poland,  the  Czech  Republic  and  Es- 
tonia. 

The  countries  of  Central  and  Eastern  Europe  and  the  Southern 
Tier  of  Central  and  Eastern  Europe  have  made  the  same  reference, 
and  we  have  to  go  in  that  direction. 

It  is  only  in  this  transformation  partnership  that  can  we  encour- 
age and  assure  our  friends  in  Europe  that  they  have  a  better  than 
even  chance  to  enter  the  21st  century  free  and  flourishing. 

Thank  you,  Mr.  Chairman,  and  members  of  this  committee. 


[The  prepared  statement  of  Mr.  Dine  appears  in  the  appendix.] 
Chairman  Hamilton.  Thank  you,  Mr.  Dine. 
Mr.  Johnson. 

STATEMENT  OF  HON.  DAREL  S.  JOHNSON,  PRINCffAL  DIREC- 
TOR, EUROPEAN  AND  NATO  POLICY,  U.S.  DEPARTMENT  OF 
DEFENSE 

Mr.  Darel  Johnson.  I  would  just  Hke  to  take  the  opportunity  to 
highhght  key  portions  of  my  written  statement.  First,  the  burgeon- 
ing defense  relationship  with  our  new  friends  in  Central  and  East- 
ern Europe.  Our  focus  is  to  promote  democracy  and  civil  control  of 
the  militaries  in  these  new  democracies. 

.  In  order  to  do  that,  we  employ  a  dual  track  approach,  both  multi- 
lateral and  bilateral.  When  and  where  appropriate,  the  multilateral 
track  takes  precedence  in  this  regard.  We,  of  course,  emphasize  the 
importance  of  the  U.N.  and  the  Conference  on  Security  and  Co- 
operation in  Europe,  CSCE.  But  the  new  element  in  our  relation- 
ship is  the  Partnership  for  Peace. 

President  Clinton's  Partnership  for  Peace  initiative,  unanimously 
approved  by  the  allies  at  the  January  1994  NATO  Summit,  we 
think  is  particularly  important  for  the  future. 

Bilaterally  we  have  very  active  programs,  both  in  a  defense  rela- 
tionship and  a  military  to  military  relationship.  And  I  will  be  pre- 
pared to  answer  questions  about  that  later. 

Secondly,  I  would  like  to  associate  myself  with  Secretary 
Oxman's  remarks  on  Turkey.  The  Department  of  Defense  feels  very 
strongly  about  Turkey's  importance  for  U.S.  strategic  interests  in 
Southwest  Asia  and  in  Southeastern  Europe,  and  the  increase  of 
that  importance  with  the  increase  in  instability  in  these  regions. 

We  believe  that  our  assistance  to  Turkey  is  designed  to  promote 
the  U.S.  strategic  interests  in  this  region.  While  Turkey's  impor- 
tance to  the  United  States  has  changed  since  the  end  of  the  cold 
war,  it  is  obviously  not  diminished.  It  is  a  relatively  stable  demo- 
cratic and  secular  nation  firmly  focused  to  the  West.  And  it  is  in 
our  interest  to  support  and  strengthen  those  characteristics. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Darel  Johnson  appears  in  the  ap- 
pendix.] 

GENERAL  TRENDS  IN  CENTRAL  AND  EASTERN  EUROPE 

Chairman  Hamilton.  Thank  you  very  much,  gentlemen. 

Let  me  begin  first  with  just  a  general  question  on  some  of  the 
trends  in  Central  and  Eastern  Europe.  And  I  say  this  as  one  who 
supports  this  program,  and  I  think  that  it  has  played  an  important 
role  in  the  development  of  economic  reform  and  democratic  institu- 
tions in  the  area. 

But  we  have  put  a  lot  of  money  into  this  area.  I  think  an  overall 
outlay  of  over  $1  billion,  $1.2  billion  for  1990  to  1993.  And  if  you 
look  at  some  of  the  overall  political  trends,  you  have  to  have  some 
questions  about  them.  Ethnic  nationalism  is  certainly  on  the  rise 
in  these  countries.  And  with  the  exception  of  the  Czech  Republic, 
the  Communist  Party  or  its  successor  is  gaining  power  or  is  in 
power  in  several  of  these  countries. 
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In  Poland,  former  Communists  and  left  wing  parties  were  voted 
back  into  power.  In  Bulgaria,  they  currently  share  power.  In  Roma- 
nia and  Slovakia,  they  never  left  power.  And  in  Hungary,  according 
to  the  polls  at  least,  they  will  very  shortly  gain  power  or  regain 
power. 

How  serious  are  these  trends,  and  why  are  the  Communists 
doing  so  well,  if  these  countries  are  moving  toward  reform,  Mr.  Sec- 
retary? 

Mr.  OxMAN.  Mr.  Chairman,  I  think  that  the  lesson  that  we  are 
learning  is  that  the  path  of  reform  is  a  very  bumpy  one,  and  there 
will  be  reverses  along  the  way.  We  have  got  to  show  a  steadiness 
of  purpose.  And  we  have  to  have  reasonable  expectations. 

I  think  that  it  is  important  as  we  look  at  these  developments, 
take  Poland  for  example,  not  to  put  undue  weight  on  the  name- 
plate  of  the  party  that  has  come  back  into  power  or  the  coalition 
that  is  now  in  power,  but  rather  to  focus  on  the  policies  that  they 
follow. 

And,  if  you  look  at  Poland,  for  example,  since  their  election  of 
this  coalition,  they  have  emphasized  their  intention  to  preserve  the 
gains  of  economic  reform,  and  they  have  passed  a  disciplined  budg- 
et that  meets  IMF  guidelines. 

So  I  think  that  the  watchword  for  our  policy  will  be  to  look  at 
their  policies,  not  at  their  pedigree  necessarily,  recognizing  that 
there  will  be  reverses  along  the  way.  You  cannot  go  through  four 
or  more  decades  of  the  kind  of  experience  that  these  countries  went 
through  without  very  severe  damage  being  done  to  the  political, 
civil,  and  economic  way  of  life,  the  infrastructure  of  life.  And  we 
are  seeing  that. 

At  the  same  time,  we  think  that  if  we  are  steady,  and  if  we  use 
our  funds  intelligently  we  can  promote  the  process  of  political  and 
economic  reform,  so  that  it  moves  in  a  forward  direction  even 
though  there  will  be  setbacks  along  the  way. 

Chairman  HAMILTON.  So  Mr.  Secretary,  you  see  the  Communist 
parties  in  this  region  as  being  rather  pragmatic,  and  your  overall 
sense  is  that  even  in  spite  of  the  fact  that  they  are  in  power,  that 
the  region  will  continue  to  move  in  directions  we  consider  favor- 
able? 

Mr.  OxMAN.  I  think  that  we  have  to  take  it  case  by  case,  and 
look  at  each  country.  But,  in  general,  I  think  that  is  a  fair  sum- 
mary, Mr.  Chairman.  We  have  got  to  be  very  careful.  We  have  got 
to  look  and  make  our  views  known,  if  we  see  developments  that  are 
contrary  to  the  path  of  greater  political  freedom  and  a  movement 
toward  economic  reform  and  free  markets. 

We  have  to  make  our  views  known,  and  there  will  be  setbacks. 
But  on  the  whole,  I  think  that  the  trend  can  continue  in  the  right 
direction. 

Chairman  Hamilton.  And  are  these  governments  of  Eastern  Eu- 
rope able  to  resist  the  very  right  wing,  the  anti-Semitic,  and  the 
antiminority  tensions  that  are  clearly  present  in  the  region? 

Mr.  OxMAN.  I  think  that  they  are  able  to  do  so.  I  think  that  a 
lot  will  depend  on  whether  the  economic  and  political  reform  proc- 
ess yields  results.  If  it  yields  results,  then  the  political  fringes  will 
have  a  very  difficult  time  making  themselves  felt  in  an  effective 
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manner.  If  they  do  not  yield  results,  then  we  will  be  faced  with  a 
growing  strength  of  these  types  of  fringe  elements. 

SEED  FUNDING  REDUCTIONS 

Chairman  Hamilton.  Now,  looking  at  the  funding  levels  for  the 
SEED  program,  what  impresses  us  of  course  is  that  you  have  a 
fairly  dramatic  downward  trend,  $350  million  in  1996,  $300  million 
in  1997,  $225  million  in  1998,  and  it  goes  all  the  way  down  to  $125 
million  in  1999.  It  is  kind  of  rare  in  my  business  to  see  these  dras- 
tic reductions  in  requests  that  are  submitted  by  the  executive 
branch. 

Why  are  we  planning  such  drastic  reductions  in  the  SEED  pro- 
gram? 

Mr.  OxMAN.  Well,  Mr.  Chairman,  let  me  comment  briefly,  and 
then  I  think  Mr.  Ralph  Johnson  might  wish  to  comment. 

We  are  currently  planning  against  the  numbers  that  you  have 
just  described.  They  assume  a  completion  of  outstanding  commit- 
ments to  the  enterprise  funds,  and  a  general  decline  in  the  level 
of  funding  in  the  Northern  Tier  for  economic  restructuring  activity, 
as  one  or  more  of  these  countries  graduate  from  SEED  assistance 
and  privatization  programs  are  completed. 

In  addition,  these  numbers  assume  that  the  needs  of  the  South- 
ern Tier  will  continue,  but  will  not  be  as  great  as  the  startup  needs 
of  the  Northern  Tier.  And  there  I  would  just  like  to  lay  down  a 
marker.  While  I  think  that  is  a  working  assumption,  having  spent 
a  lot  of  time  in  the  region  now,  I  think  that  assumption  might  have 
to  be  questioned. 

And  I  think  that  over  time  we  might  have  to  ask  ourselves 
whether  additional  assistance  is  not  in  fact  required  for  these  coun- 
tries, over  and  above  these  planning  figures  that  we  are  using  for 
the  out  years.  These  are  the  current  planning  figures.  But  I  just 
wanted  to  lay  down  a  marker  that  at  least  as  far  as  I  am  con- 
cerned, I  think  that  assumption  may  have  to  be  looked  at  again, 
because  of  the  needs  in  some  of  these  countries. 

Chairman  Hamilton.  It  is  your  intention,  under  the  present 
planning  figures,  to  just  sunset  the  aid  programs  in  the  Northern 
Tier  countries?  Are  they  going  to  go  out  of  existence,  do  you  think? 

Mr.  OXMAN.  I  think  they  might,  Mr.  Chairman.  Maybe  Mr.  John- 
son could  fill  you  in  on  that. 

Chairman  Hamilton.  All  right. 

What  is  your  timeframe  on  that? 

Mr.  Ralph  Johnson.  Mr.  Chairman,  let  me  start  if  I  may  with 
a  general  comment,  and  then  work  to  that  specific  issue.  I  think 
that  it  is  important  that  we  see  these  programs  not  as  long-term 
entitlement  programs  or  not  as  developmental  programs  in  the 
same  sense  that  we  have  provided  development  assistance  to  coun- 
tries elsewhere  in  the  world. 

These  countries  have  highly  educated  populations.  They  have,  for 
the  most  part,  a  very  substantial  industrial  sector.  Misdevelopment 
is  more  their  problem  than  under-development. 

Therefore,  we  see  our  role  as  helping  them  through  a  transition 
period  to  set  up  market  mechanisms,  and  to  develop  a  free  market 
economy.  We  do  not  see  ourselves  as  being  a  crutch  for  them  over 
the  long  term. 
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Chairman  Hamilton.  Is  any  program  going  to  phased  out  in  fis- 
cal year  1994? 

Mr.  Ralph  Johnson.  The  phase-out  date  that  we  have  in  mind, 
the  first  would  be  the  Czech  Republic.  And  the  Czech  Republic  I 
think  would  be — I  would  hope  that  in  the  next  2  years  that  we 
would  substantially  have  phased  it  out.  I  would  add  that  the  enter- 
prise fijnds  have  a  somewhat  longer  life  span  in  order  to  give  them 
a  period  of  time  during  which  they  can  bring  their  activity  to  fru- 
ition. So  that  activity,  I  would  expect,  would  continue  in  the  Czech 
Republic. 

Chairman  Hamilton.  The  Czech  Republic  would  be  the  first  one 
you  think  might  phased  out? 

Mr.  Ralph  Johnson.  The  Czech  Republic  would  be  the  first.  I 
think  that  after  that  the  candidates  that  we  have  in  mind  are  Slo- 
venia and  Estonia,  because  we  think  that  their  success  has  been 
noteworthy.  We  think  that  the  time  is  going  to  come  very  quickly 
when  they  are  not  likely  to  continue  to  need  the  kind  of  support 
that  we  are  now  providing. 

WALL  STREET  JOURNAL  ARTICLES 

Chairman  Hamilton.  Let  me  just  ask  you  about  those  two  arti- 
cles that  appeared  in  the  Wall  Street  Journal  the  other  day  that 
were  very  critical  of  our  aid  program,  both  with  respect  to  Russia 
and  Eastern  Europe.  And  we  are  focusing  here  on  Eastern  Europe. 

But  they  indicated  that  the  aid  has  been  skimpy,  slow  and  scaled 
back  and  spent  mostly  on  short  term  Western  advisors.  That  it 
really  had  not  done  much  to  allay  mass  poverty,  and  had  not  made 
any  difference  really  in  Poland — in  Poland's  case  in  its  post-cold 
war  development.  I  am  sure  you  saw  those. 

How  do  you  respond  to  those  articles  in  general? 

Mr.  Ralph  Johnson.  Mr.  Chairman,  I  would  like  to  start,  and 
Tom  may  have  other  comments  there. 

First,  I  think  that  it  has  been  clear  from  the  beginning  that  the 
bulk  of  our  assistance  was  not  intended  to  be  balance  of  payments 
support,  that  is  direct  financial  transfers. 

About  30  percent  of  our  budget  funds  the  enterprise  funds,  which 
are  obviously  a  financial  outlay.  But  it  was  clear  to  us  that  the 
bulk  of  the  balance  of  payment  support,  the  bulk  of  the  budget  sup- 
port, needed  to  come  from  the  international  financial  institutions. 
That  it  was  both  beyond  the  capacity  of  bilateral  donors,  but  also 
because  of  the  conditionalitv  that  needs  to  be  attached  to  it,  that 
that  was  better  done  througn  a  multilateral  institution. 

And  therefore,  it  is  a  conscious  decision  on  our  part  to  focus  on 
technical  assistance,  on  conveving  the  kind  of  expertise  that  coun- 
tries have  found  useful,  whether  it  is  in  the  area  of  privatization, 
whether  it  is  as  agricultural  systems  change  from  state-owned  to 
privately  owned.  Not  so  much  the  case  in  Poland,  but  certainly  the 
case  in  Bulgaria  and  elsewhere. 

Chairman  Hamilton.  Are  you  spending  too  much  money  on 
American  experts  who  only  go  over  there  for  a  couple  of  days  and 
come  back? 

Mr.  Ralph  Johnson.  We  do  not  think  so,  Mr.  Chairman.  It  is 
true  that  in  the  early  stages  of  this  program  until  we  were  able  to 
get  people  who  were  in  a  position  to  make  long-term  commitments, 
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there  was  a  greater  emphasis  on  short-term  advisors  than  we  think 
was  or  is  now  appropriate.  And  so  our  effort  has  been  to  shift  in 
the  direction  of  long  term  advisors,  using  short-term  advisors  to 
supplement  them  where  they  are  needed. 

The  idea  that  we  are  paying  American  advisors  to  go  to  these 
countries  is  part  and  parcel  of  our  approach.  What  we  have  pri- 
marily to  convey  here  is  our  knowledge  and  our  expertise  rather 
than  just  directly  resources. 

Chairman  Hamilton.  Mr.  Dine,  did  you  want  to  comment  there? 

Mr.  Deste.  In  reading  those  two  articles,  I  was  struck  by  what  I 
considered  to  be  a  false  assumption.  The  term  aid  was  used  in  a 
sense  wildly.  Aid  in  this  case,  both  to  the  countries  of  the  Central 
and  Eastern  European  areas  as  well  as  the  newly  independent 
states  of  the  former  Soviet  Union,  is  not  cash.  There  was  an  as- 
sumption in  there,  in  the  interviews  with  local  people  in  the  Poland 
article,  as  well  as  in  the  Russian  articles,  that  the  host  recipients 
were  asking  the  question  of  where  is  the  cash.  Well,  technical  as- 
sistance is  the  transfer  of  know-how.  It  is  not  the  transfer  of  cash. 

And  if  we  were  in  the  cash  transfer  business,  this  subcommittee 
would  object  to  it,  as  it  already  has.  And  we  would  not  be  doing 
what  we  are  doing. 

I  think  that  our  role,  and  I  do  not  think  that  this  point  came  out 
in  those  articles  at  all,  our  role  is  to  be  a  catalyst  during  the  devel- 
opment period,  as  Mr.  Johnson  just  said,  and  during  a  period  of 
bringing  people  into  the  world  of  private  economics  and  democra- 
tization of  their  own  political  systems. 

Chairman  Hamilton.  What  do  you  fmd  about  the  attitudes  of 
the  people  in  those  countries,  do  they  think  that  the  United  States 
has  been  responsive  or  unresponsive  to  their  needs  and  concerns? 

Mr.  Dink.  I  can  tell  you  more  about  the  Russian  example  than 
I  can  the  Polish  one.  Although  after  my  trip,  I  will  be  able  to  report 
more  to  you.  But  in  Russia,  the  privatization  center  credits  the 
U.S.  Agency  for  International  Development  for  its  success.  And,  it 
has  been  a  phenomenal  success.  And  I  could  give  you  all  of  the 
quantifications  of  how  many  people  are  now  working  and  owning 
small  businesses  and  medium  sized  businesses  that  have  turned 
into  private  property.  The  toughest  nut  of  all  is  the  big  enterprises, 
the  giant  enterprises,  from  the  Soviet  system. 

But  the  people  in  the  privatization  world  in  Moscow,  for  instance, 
are  thrilled  with  what  we  have  been  doing,  because  we  have  been 
helping  them. 

POLISH  PROGRAM 

Chairman  Hamilton.  If  you  take  the  Polish  program  for  exam- 
ple, a  year  or  so  ago,  Lech  Walesa  was  just  blasting  away  at  it. 

Is  he  still  doing  that? 

Mr.  Ralph  Johnson.  Mr.  Chairman,  I  was  recently  in  Poland 
with  Ambassador  Albright  and  General  Shalikashvili  on  a  different 
matter,  Partnership  for  Peace.  And  we  did  not  hear  that  kind  of 
complaint. 

If  I  can  approach  this  from  two  different  ways.  On  the  one  hand, 
it  is  clear  that  economic  change  is  difficult  politically,  and  it  is  dif- 
ficult socially.  Economic  change  has  a  political  cost.  And  I  think 
that  for  all  of  those  who  are  out  of  work  because  their  state  enter- 
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prise  has  been  closed  down  and  they  have  not  yet  found  employ- 
ment elsewhere,  they  would  like  us  to  be  in  a  position  to  support 
the  funding  of  cash  grants  in  order  to  tide  them  through  this  pe- 
riod. 

So  I  think  that  it  is  understandable  that  for  some  of  these  people 
who  inevitably  are  experiencing  hardship,  that  they  would  like  to 
see  more  in  terms  of  dollars  and  cents  in  their  pockets  from  the 
West. 

On  the  other  hand,  I  think  that  in  the  Polish  case  that  if  just 
look  at  the  numbers,  $2.4  billion  in  debt  relief,  we  provided  the  ini- 
tial $200  million  to  the  Polish  stabilization  fund,  which  led  to  the 
capitalization  of  that  fund  of  $1  billion,  enabling  Poland  to  move 
to  internal  convertibility  with  its  currency.  We  have  now  moved 
that  money,  again  exercising  international  leadership,  to  a  bank  re- 
capitalization fund. 

Chairman  Hamilton.  Do  you  think  that  the  Polish  people  now 
understand  that  we  are  trying  to  help  them,  that  we  are  beginning 
to  make  progress,  or  do  they  think  that  we  are  unresponsive? 

Mr.  Ralph  Johnson.  I  think  that  they  understand  that  we  are 
trying  to  help  them.  One  of  our  programs,  the  enterprise  fund,  has 
a  small  business  loan  program,  which  has  made  3,000  loans.  We 
think  that  we  have  employed  about  8,000  people. 

PROGRAM  EN  THE  BALTICS 

Chairman  Hamilton.  Do  you  think  that  the  same  thing  is  true 
among  the  people  in  the  Baltics? 

Mr.  Ralph  Johnson.  Our  program  in  the  Baltics  is  smaller.  And 
I  think  that  the  major  donors  in  the  Baltic  states  are  the  Nordic 
countries.  So  I  don't  know  how  much  people  in  the  Baltics  would 
believe  they  are  receiving  from  us  or  how  much  of  their  progress 
can  be  ascribed  to  our  help. 

Chairman  Hamilton.  We  have  had  some  Baltic  Americans  here 
lately.  And  they  have  been  very,  very  critical  of  the  U.S.  effort  in 
the  Baltics  as  lacking  dedication,  lacking  long  term  equipment, 
lacking  any  presence,  and  it  has  been  ineffective  and  all  the  rest 
of  it.  Very  harsh  criticisms. 

Have  you  encountered  that? 

Mr.  IlALPH  Johnson.  Oddly  enough,  I  have  not.  I  think  that 
there  has  been  criticism  with  respect  to 

Chairman  Hamilton.  Have  you  encountered  it,  Mr.  Dine? 

Mr.  Dene.  Yes. 

Chairman  Hamilton.  What  do  you  say  to  it? 

Mr.  Dine.  What  I  have  heard  from  the  Lithuanian  American 
community  for  instance  is  that  they  want  more  health  projects  in 
Lithuania.  And  we  are  in  the  course  of  dialogue  right  now.  But  I 
would  like  to  add  something  to  what  Ralph  Johnson  said. 

The  small  entrepreneurs,  who  now  have  their  own  enterprises, 
are  the  ones  who  are  the  most  gleeful,  the  ones  who  are  most 
pleased  with  what  we  are  trying  to  do.  Most  of  this  assistance  that 
all  of  you  have  authorized 

Chairman  Hamilton.  That  is  true  in  the  Baltics  too? 

Mr.  Dine.  I  think  so.  Remember,  the  private  sector  receives  most 
of  our  assistance. 
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Chairman  Hamilton.  I  want  to  go  to  Mr.  Oilman  now  but  I 
would  like  to  make  one  request.  That  is,  I  want  the  total  figure  for 
all  assistance  being  requested  for  fiscal  year  1994  for  Eastern  Eu- 
rope, including  bilateral  assistance  to  each  country. 

Mr.  Dene.  1994  or  1995? 

Chairman  Hamilton.  1994  and  1995.  Let  us  do  it  for  both  years. 
It  is  the  all-spigots  request.  I  want  to  get  it  all  in  front  of  me  if 
I  can.  And  I  would  like  that  promptly.  We  will  be  asking  you  for 
other  detailed  information,  but  that  is  one  of  the  most  important. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  from  the  Department  of  State  and  follows:] 

The  fiscal  year  1994  and  fiscal  year  1995  International  Military  Education  and 
Training  allocations,  for  the  Central  and  East  European  programs,  are  as  follows: 

Fiscal  year  1994:  Albania  $104K;  Bulgaria  $240K;  Czech  Republic  $400K;  Estonia 
$110K;  Hungary  $550K;  Latvia  $110K;  Lithuania  $110K;  Macedonia  $75K;  Poland 
$550K;  Romania  $240K;  Slovakia  $2()0K  and  Slovenia  $100K.  This  totals  $2.825M 
this  fiscal  year. 

Fiscal  year  1995:  Albania  $200K;  Bulgaria  $500K;  Czech  Republic  $500K;  Estonia 
$200K;  Hungary  $70()K;  Latvia  $200K;  Lithuania  $200K;  Macedonia  $125K;  Poland 
$700K;  Romania  $500K;  Slovakia  $350K  and  Slovenia  $125K.  This  totals  $4.3M  for 
fiscal  year  1995  as  proposed. 

Chairman  Hamilton.  Mr.  Oilman. 

Mr.  Oilman.  Thank  you,  Mr.  Chairman.  I  know  that  we  have  a 
vote,  and  I  will  try  to  be  brief 

I  would  like  to  urge  our  panelists  to  do  a  better  job  of  defending 
these  allegations  about  popping  in  and  out  of  the  country  with  high 
priced  consultants,  and  not  spending  enough  time.  I  think  that  we 
have  to  do  a  lot  more  in  the  public  eye  with  regard  to  that  allega- 
tion. 

Mr.  Johnson,  how  did  we  come  out  with  the  ratio  of  Oreece  and 
Turkey,  are  we  maintaining  that  7/10  ratio? 

Mr.  Darel  Johnson.  Yes,  sir,  we  are,  as  a  matter  of  fact. 

Mr.  Oilman.  Do  we  intend  to  continue? 

Mr.  Darel  Johnson.  The  Department  of  Defense,  as  you  know, 
prefers  to  base  our  requests  on  military  requirements.  But  strange- 
ly enough,  the  military  requirements  this  year  come  out  at  7/10. 

Mr.  Oilman.  Well,  we  will  have  to  hold  up  on  that  one,  and  we 
will  have  to  come  back. 

Chairman  Hamilton.  The  subcommittee  will  stand  in  recess 
while  we  respond  to  the  vote. 

[Recess.] 

Mr.  McCloskey.  Oood  morning  again,  gentlemen,  Mr.  Oxman. 
Chairman  Hamilton  has  instructed  me  to  proceed  in  the  absence  of 
the  rest  of  the  subcommittee.  They  will  be  back  shortly. 

To  my  good  friend,  Steve  Oxman,  this  fulfills  one  of  my  long  held 
dreams,  to  be  alone  in  the  chair,  Steve,  with  full  power  with  you 
right  there  and  with  a  little  bit  of  time. 

international  fund  for  IRELAND 

Sincerely,  I  really  appreciate  you  being  here  today.  We  are  on  the 
verge  of  St.  Patrick's  Day.  And  my  name  being  McCloskey  with  an- 
cestors in  Sligo  and  Derry,  I  would  be  remiss  if  I  did  not  commend 
you  and  the  administration  for  implementating  significant  funding 
for  the  International  Fund  for  Ireland  for  the  second  year  in  a  row. 
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It  can  be  controversial,  taken  out  of  context,  Steve.  But  I  might 
note  that  yesterday  we  had  a  good  opportunity  for  an  hour's  talk 
with  Ambassador  Jean  Kennedy  Smith.  And  she  reports,  something 
that  I  know,  that  the  projects  are  going  very  well.  I  think  in  this 
particularly  critical  time  that  it  is  more  vital  than  ever. 

And  you  may  or  may  not  be  aware,  but  I  will  .be  putting  on  the 
hopper  this  week  a  bill,  I  think  a  basic  common  sense  bill,  calling 
for  the  same  standards  for  visa  approval  for  the  republic  in  the 
North  and  indeed  throughout  much  of  the  EC.  It  will  be  a  wonder- 
ful thing  if  we  can  anticipate  the  administration's  cooperation  on 
that. 

CONCERNS  WITH  BOSNIA  AND  MACEDONIA 

Maybe  just  throwing  out  some  of  my  concerns,  particularly  as  to 
Bosnia  and  Macedonia.  As  we  all  know,  the  administration  has 
made  significant  progress  in  recent  weeks  in  the  fact  that  there  is 
a  significant  or  substantial  if  not  perfect  cease-fire  going  on  in  Sa- 
rajevo. The  heavy  artillery  is  gone. 

I  think  the  one  message  out  of  all  of  that  is  something  that  we 
discuss  from  time  to  time,  that  the  Serbs  do  respond  to  force  or  a 
credible  threat  of  force.  At  the  same  time,  as  you  know,  there  are 
these  constant  and  recurring  reports  as  to  the  ongoing  problem 
elsewhere  in  Bosnia,  particularly  Maglaj  which  is  under  siege. 

If  anything,  there  has  been  very  informed  commentary  in  the 
New  York  Times  and  elsewhere  that  the  Sarajevo  break  may  make 
things  rougher  for  the  people  of  Maglaj.  They  have  had,  as  I  under- 
stand it,  one  humanitarian  convoy  last  October,  and  nothing  since. 
The  Serbs  are  still  saying  no. 

How  can  we  allow  this  to  go  on,  or  what  is  going  to  happen  as 
these  people  continue  to  suffer  and  die? 

Mr.  OXMAN.  Well,  the  situation  in  Maglaj  is  extremely  serious, 
and  we  are  looking  at  it  very  closely.  The  United  Nations  Security 
Council  asked  the  Secretary  General  to  come  forward  with  a  full 
report  on  whether  Maglaj  should  be  designated  as  a  safe  area.  And 
that  report  is  anticipated  momentarily. 

As  you  have  seen,  UNPROFOR  was  able  to  put  some  observer 
elements  into  Maglaj.  But  regrettably,  the  Serbs  have  again 
blocked  the  convoy  that  was  intended  to  arrive  in  Maglaj  any  day 
now. 

We  consider  the  situation  there  extremely  serious,  and  we  are 
looking  at  it  very  closely.  We  have  not  made  a  judgment  on  exactly 
what  the  best  approach  there  would  be.  I  would  just  lay  down  the 
marker  that,  while  the  approach  we  followed  in  Sarajevo  seems  to 
have  worked  well  and  saved  lives,  thank  goodness,  we  need  to  as- 
sess each  of  these  situations  on  its  own  merits,  because  the  mili- 
tary considerations  in  each  case  are  different.  And  the  fact  is  that 
in  Sarajevo  we  had  a  situation  where  there  were  thousands  of 
UNPROFOR  troops  that  could  facilitate  keeping  a  cease-fire  in 
place  and  who  could  monitor  and  see  that  the  weapons  were  re- 
moved or  controlled. 

Maglaj  is  a  different  situation,  and  it  warrants  a  different  kind 
of  analysis.  We  are  engaged  in  that  now,  and  we  are  awaiting  the 
Secretary  General's  report.  In  the  meantime,  airdrops  are  success- 
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fully  going  into  Maglaj,  and  the  people  are  being  fed  in  that  way, 
and  being  supplied  in  that  way. 

But  we  agree  with  you,  Congressman  McCloskey,  that  this  is  a 
very  serious  situation. 

Mr.  McCloskey.  In  a  while  either  in  the  context  of  this  con- 
versation, Steve,  or  when  I  come  around  again,  I  want  to  talk 
about  additional  concerns  regarding  Bosnia  and  Serbia.  I  would 
just  say  that  I  am  still  unsettled  and  somewhat  significantly  dis- 
satisfied as  to  any  sense  of  urgency  as  to  Maglaj  and  elsewhere. 
You  say  analyze.  I  know  I  do  not  have  to  tell  you  that  we  are  ana- 
lyzing. The  slaughter  goes  on  with  the  Serbs  consolidating  their 
gains. 

So  what  can  I  say.  We  need  a  stronger  more  unified  vigorous  as- 
sertion of  the  force  or  the  credible  threat  of  force  immediately, 
today  or  tomorrow.  But  I  will  be  back  on  that  in  awhile. 

MACEDONIA 

As  you  know,  we  talked  various  times,  and  you  have  been  very 
helpful.  I  think  that  as  an  individual  you  share  my  concern  as  to 
Macedonia.  As  I  have  always  said,  if  there  are  two  near  totally  in- 
nocent parties  in  all  of  this,  it  is  Bosnia  and  Macedonia. 

President  Gligorov  is  going  a  great  job  in  trying  to  bring  his 
country  into  the  modern  world  in  an  area  that  you  know  is  more 
than  imperiled. 

There  is  the  problem  with  the  Greeks.  I  asked  Tony  Lake  about 
this  the  other  day.  And  he  said  that  our  position,  in  essence,  is  to 
wait  for  a  resolution  between  Greece  and  Macedonia  with  Cy  Vance 
at  the  helm  before  going  ahead  with  the  implementation  of  diplo- 
matic relations.  Which  to  me  that  is  a  real  downer  in  the  sense 
that  the  President  of  the  United  States  has  recognized  and  has 
said  Macedonia  will  be  recognized. 

Meanwhile,  while  we  talk  about  recognition  and  future  political 
status,  there  is  a  severe  food  and  nutrition  problem  there,  as  you 
know. 

What  does  all  of  this  mean  for  the  prospects  of  Public  Law  480 
as  far  as  implementation,  funding,  and  having  the  people  of  Mac- 
edonia, the  deserving  people  of  Macedonia,  better  nourished? 

Mr.  OxMAN.  The  recognition,  the  diplomatic  recognition,  which 
we  gave  early  in  February  does  make  it  now  administratively  much 
easier  to  negotiate  and  administer  a  Public  Law  480  program  in 
Macedonia. 

We  are  looking  at  the  various  possible  forms  of  food  assistance 
from  Macedonia,  such  as  Public  Law  480  Title  1.  And  a  section 
416(b)  program,  which  I  do  not  know  the  details  on,  but  we  are 
looking  at  that. 

The  Department  of  Agriculture  is  willing  to  consider  an  alloca- 
tion for  Macedonia  out  of  the  Title  I  reserve  later  in  fiscal  year 
1994,  provided  funds  are  available,  and  the  food  need  is  determined 
to  exist. 

There  is  a  difference  of  opinion  as  to  whether  a  food  shortfall  in 
fact  exists  in  Macedonia.  And  the  agricultural  counselor  in  Sofia 
plans  to  conduct  a  food  needs  assessment,  so  that  we  can  cut 
through  that,  and  see  whether  there  is  a  basis  for  concluding 
whether  there  is  a  shortfall  or  not. 
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With  respect  to  the  416(b)  program,  there  is  some  concern  that 
if  this  program  were  approved,  Macedonia  would  not  accept  the  De- 
partment of  Agriculture's  usual  no  reexport  provisions  under  that 
program. 

So  that  is  the  current  status  with  respect  to  food  assistance  for 
Macedonia,  Congressman. 

Mr.  McCloskey.  Is  there  anything  that  I  can  do,  Mr.  Oxman, 
could  you  meet  with  me  later  this  week  with  the  appropriate  ex- 
perts, as  to  the  actual  nutritional  situation  in  Macedonia?  I  think 
that  we  could  clear  that  up. 

Mr.  Oxman.  I  would  be  happy  to. 

Mr.  McCloskey.  With  good  information,  rather  quickly. 

But  assuming  that  is  done,  does  the  food  aid  have  to  await  reso- 
lution with  the  Greeks  on  the  go  ahead  on  the  implementation  of 
diplomatic  relations? 

Mr.  Oxman.  No,  it  does  not.  That  is  a  separate  issue.  The  diplo- 
matic relations  have  not  been  established.  That  matter  is  still 
pending.  But  we  have  recognized  the  Former  Yugoslav  Republic  of 
Macedonia.  And  the  issue  of  diplomatic  relations  is  still  pending. 

Mr.  McCloskey.  Thank  you  very  much,  Mr.  Oxman. 

I  now  recognize  Mr.  Lantos,  the  distinguished  chairman. 

Mr.  Lantos.  Thank  you  very  much. 

I  want  to  welcome  our  witnesses,  and  commend  them  for  their 
testimony. 

FREEDOM  OF  PRESS 

I  would  like  to  zero  in  on  a  disturbing  phenomenon  in  the  region 
with  respect  to  press  freedom.  In  your  prepared  statement.  Sec- 
retary Oxman,  on  page  5,  you  say  that:  "SEED  supports  transition 
to  democratic  political  systems,"  et  cetera.  And  then  you  say  that: 
"assistance  will  continue  to  be  used  to  improve  public  administra- 
tion, promote  decentralization,  and  strengthen  local  governments, 
parliaments,  and  independent  media." 

I  want  to  focus  on  independent  media.  The  World  Press  Freedom 
Committee,  which  combines  35  freedom  of  press  groups  on  all  5 
continents,  wrote  to  the  Prime  Minister  of  Hungary  objecting  to  the 
firing  of  129  journalists  by  Hungarian  Radio  6  weeks  before  the  up- 
coming elections.  A  variety  of  distinguished  Ukrainian  journalists 
have  similarly  submitted  a  protest.  Leading  newspapers  in  Europe 
have  focused  on  this  issue. 

And,  as  one  who  is  passionately  committed  to  the  development 
of  a  free,  and  open,  and  democratic  society  in  Hungary,  I  am  pro- 
foundly disturbed  by  this  attack  on  a  free  press.  I  am  particularly 
concerned  by  the  fact  that  the  neo-fascist  political  leader  in  Hun- 
gary, a  man  by  the  name  of  Csurka,  gathered  a  group  of  5,000  peo- 
ple at  a  public  meeting  the  other  day,  supporting  the  firing  of  these 
journalists. 

Now,  I  have  been  a  strong  supporter  of  the  SEED  program,  and 
hope  to  continue  to  be  for  all  the  countries  concerned.  But  I  think 
that  it  is  important  that  we  make  continuance  of  the  SEED  pro- 
gram contingent  upon  respect  for  press  freedom  by  all  of  the  gov- 
ernments in  countries  that  are  recipients  of  SEED  aid. 
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I  have  been  concerned  for  a  long  time  with  the  suppression  of 
free  media  by  the  Romanian  Government.  And  it  pains  me  no  end 
that  I  have  to  raise  this  issue  pubholy  with  respect  to  Hungary. 

I  would  like  to  ask  you,  Mr.  Secretary,  to  give  us  as  fully  and 
as  candidly  as  you  can — and  you  should  be  able  to  because  we  are 
providing  aid  to  countries  in  an  attempt  to  make  them  more  demo- 
cratic, and  civic,  and  civil  and  open — what  your  information  is  con- 
cerning this  latest  episode. 

Have  we  had  a  demarche  to  the  Hungarian  Government  concern- 
ing this  action,  and  what  thinking  is  there  in  your  office  about 
redirecting  some  of  this  aid  from  other  projects  to  strengthening 
free  and  independent  media? 

Mr.  OxMAN.  Thank  you.  Congressman. 

Let  me  say  that  we  have  been  very  concerned  by  a  series  of  ac- 
tions taken  by  the  state  controlled  management  of  Hungarian  tele- 
vision and  radio.  These  actions  indicate  an  effort  by  the  govern- 
ment to  remove  at  least  some  opposition  journalists  from  the  elec- 
tronic media. 

We  have  raised  our  concern  over  this  issue  with  the  Hungarians 
several  times  now,  and  we  will  continue  to  do  so.  With  national 
parliamentary  elections  scheduled  for  May  8,  it  is  especially  impor- 
tant that  representatives  of  all  legitimate  political  viewpoints  have 
access  to  the  electronic  media. 

I  would  note  that  while  the  electronic  media  in  Hungary  is  gov- 
ernment controlled,  Hungary's  vigorous  print  media  is  privately 
owned  and  uncensored. 

Now  to  strengthen  independent  media  in  Hungary,  we  have  in 
place  a  $1.4  million  media  project  promoting  training,  manage- 
ment, and  professional  standards.  This  program  has  also  estab- 
lished the  American  Journalism  Center  in  Budapest,  and  sponsored 
conferences  on  press  and  government  relations.  So  money  is  being 
used  in  this  area. 

But  you  are  getting  at  the  core  point,  which  is  that  in  these 
countries  where  you  very  typically  have  government  owned  and 
controlled  broadcast  media,  the  government  controls  the  biggest 
megaphone,  as  David  Webster  has  said.  And  it  is  extremely  impor- 
tant that  all  legitimate  points  of  view  have  access. 

So  we  are  very  concerned  about  this  situation,  Congressman 
Lantos.  And  we  will  be  continuing  to  make  our  view  known  on  this. 

Now  with  respect  to  how  assistance  might  be  used  or  not  used, 
I  might  ask  Ralph  Johnson  to  comment  on  that. 

Mr.  Lantos.  Before  we  hear  from  Mr.  Johnson,  may  I  pursue 
this  matter.  Because  there  is  a  time  urgency  involved  in  this.  Rais- 
ing the  issue  is  a  fine  first  step,  but  the  elections  are  scheduled  for 
May  8.  That  means  that  we  have  6  or  7  weeks  left.  The  bulk  of 
the  people  clearly  obtain  their  news  from  radio  and  television.  You 
are  absolutely  correct  that  the  print  media  is  free.  But  the  print 
media  in  terms  of  its  impact  is  negligible  compared  to  radio  and 
television. 

And  it  would  be  unacceptable  to  have  a  slanted  government  con- 
trolled and  government  biased  media  during  the  period  of  6  weeks 
between  now  and  the  election  time  that  would  severely  impact  the 
openness  and  democratic  character  of  those  elections. 
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So  may  I  ask  what  the  response  of  the  Hungarian  Government 
has  been;  and  if  the  response  is  unsatisfactory,  what  steps  do  we 
contemplate  to  assure  that  the  elections  are  free,  and  open,  and 
democratic,  and  all  political  parties  have  equal  access  to  the  elec- 
tronic media. 

I  would  also  like  to  ask  if  there  are  plans  of  sending  observers 
for  the  election.  Although  clearly  as  we  have  seen  in  so  many  other 
cases,  as  we  did  in  the  Romanian  case  some  time  back,  that  while 
the  election  itself  may  be  free  and  open,  the  period  leading  up  to 
the  election  with  a  media  monopoly  in  the  electronic  field  distorts 
the  information  that  the  voters  receive. 

Mr.  OxMAN.  On  the  latter  part  of  your  question,  I  am  not  aware 
of  any  effort  to  send  monitors  for  the  election,  U.S.  monitors.  There 
may  be  a  CSCE  effort  in  this  regard,  but  I  am  not  advised  on  that. 

With  response  to  the  response  of  the  Hungarian  Government,  the 
response  is  generally  in  the  direction  of  stating  that  there  is  a 
down-sizing  of  the  employment  rolls  at  the  state  controlled  radio 
and  television,  and  that  these  discharges  were  pursuant  to  that. 

Mr.  Lantos.  Does  anybody  seriously  believe  that  since  it  is  tak- 
ing place  6  weeks  prior  to  the  election,  that  this  is  a  budgetary 
matter  and  not  a  political  measure? 

Mr.  OxMAN.  I  do  not  know  what  others  may  believe,  but  our  view 
is  that  these  discharges  indicate  an  effort  to  remove  at  least  some 
opposition  journalists  from  the  electronic  media.  And  that  is  why 
we  are  so  concerned  about  it. 

And  the  importance  of  this  preelection  period  obviously  is  very 
great.  Congressman  Lantos.  All  I  can  tell  you  in  this  forum  is  we 
are  going  to  continue  to  make  our  view  known.  There  is  only  so 
much  we  can  do.  They  are  a  sovereign  country  obviously.  But  we 
feel  that  this  is  a  critically  important  issue,  because  of  the  role  of 
the  electronic  media,  just  as  you  have  described.  They  are  the  big- 
gest megaphone.  And  they  are  now  in  a  preelection  period. 

So  we  think  it  is  very  much  a  source  of  concern.  We  are  going 
to  continue  to  make  our  views  known  on  this. 

Mr.  Lantos.  Mr.  Johnson. 

Mr.  FUlph  Johnson.  Congressman,  I  would  add  just  a  little  to 
what  Mr.  Oxman  has  said.  This  phenomenon  that  we  are  seeing 
now  in  Hungary  is  unfortunately  not  altogether  atypical.  Not  to  ex- 
cuse anything  being  done  in  Hungary,  but  one  of  the  striking  fea- 
tures of  the  new  democracies  is  the  tension  which  has  developed 
between  governments  and  the  media. 

So  we  are  devoting  and  will  continue  to  devote  significant  re- 
sources to  a  variety  of  activities,  including  helping  to  develop  and 
to  prepare  for  parliaments  to  put  in  place  media  laws  which  protect 
the  press  from  political  interference.  And  helping  prepare  journal- 
ists as  well,  and  prepare  them  to  uphold  the  kinds  of  professional 
standards  which  we  expect  of  journalists  in  the  West. 

So  our  programs  on  the  assistance  side  are  intended  to  help  im- 
prove both  the  quality  of  the  people  who  are  in  the  media,  but  also 
to  help  put  in  place  a  framework  which  can  insulate  the  media 
from  this  kind  of  political  pressure. 

As  I  say,  unfortunately  the  phenomenon  which  you  so  remark  in 
Hungary  is  one  which  to  a  greater  or  lesser  degree  is  occurring  in 


21 

other  parts  of  the  region  as  well,  and  it  is  a  matter  of  concern  to 
us. 

Mr.  Dine.  If  I  could  add  something,  Mr.  Lantos.  You  have  put 
your  finger  right  on  the  button.  The  issue  for  us  has  not  been 
whether  or  not  we  have  been  trying  to  improve  the  media.  The  po- 
litical struggles  have  prevented  us  from  being  successful. 

In  my  opening  statement,  I  have  tried  to  indicate  we  have  had 
successes.  And  we  ought  to  be  proud  of  them  as  a  nation,  and  cer- 
tainly here  in  the  Congress.  But  we  have  not  been  able  to  break 
down  the  barriers  frankly.  And  you  have  rightly  raised  the  issue. 

In  terms  of  Poland,  and  Bulgaria,  and  Lithuania  as  well,  we  have 
sent  overseas  American  TV  executives  to  evaluate  this  situation 
and  this  problem.  And  they  have  faced  obstacles  while  they  have 
been  there. 

And  I  hear  you  loud  and  clear.  We  have  got  to  zero  in  on  this, 
and  see  if  we  cannot  break  down  the  walls  that  are  preventing  free 
expression,  and  free  media  if  you  will. 

Mr.  Lantos.  I  think  that  these  countries,  a  number  of  them  that 
have  been  implicated  in  suppressing  freedom  of  press,  need  to  be 
apprised  of  how  much  danger  there  is  in  terms  of  their  long  term 
membership  in  NATO,  or  even  participation  in  Partnership  for 
Peace,  if  such  tendencies  continue. 

Membership  in  NATO  is  predicated  on  respecting  democratic 
principles  of  an  open  and  free  society.  And  no  principle  is  more  sig- 
nificant than  freedom  of  press.  And  to  have  in  their  newly  inde- 
pendent and  democratic  countries  radio  and  television  gradually 
become  organs  of  the  governing  coalition  certainly  has  been  the 
case  in  Romania  for  some  time.  And  as  it  seems  to  be  moving  in 
that  direction  now  in  Hungary,  it  is  something  that  some  of  view 
with  the  gravest  concern.  I  want  to  thank  the  Chair. 

Mr.  McCloskey.  Thank  you,  Mr.  Lantos. 

I  might  say  that  the  subcommittee,  including  Chairman  Hamil- 
ton, are  very  honored  to  be  graced  with  the  presence  of  a  really 
outstanding  young  leader  of  southeastern  Europe,  our  friend  Mr. 
Eduard  Selami,  who  as  you  know,  Mr.  Oxman,  is  the  Chairman  of 
the  Foreign  Relations  Committee  and  the  founding  member  or  at 
least  the  primary  founding  member  of  the  Albanian  Democratic 
Party. 

And  some  of  the  questions  that  I  may  ask  later  today  could  be 
inspired  by  the  briefing  Mr.  Selami  gave  me  several  days  ago. 

Mr.  Oilman,  it  is  good  to  have.you  today. 

Mr.  Oilman.  Thank  you,  Mr.  Chairman. 

Before  delving  into  some  of  the  questions,  I  want  to  commend 
Mr.  Dine  for  taking  the  time  to  look  at  what  has  concretely  been 
done  with  U.S.  assistance  in  Eastern  Europe,  and  putting  his  find- 
ings in  the  testimony. 

Our  aid  programs  have  come  under  some  criticism  of  late,  and 
we  need  to  know  just  what  is  being  done  on  the  ground.  So  we  hope 
that  you  will  continue  in  that  direction  to  put  together  a  packet  of 
this  kind  of  aid  for  members  of  Congress. 

FYROM  CENSUS 

Mr.  Oxman,  following  up  on  Mr.  McCloskey's  comments  regard- 
ing Macedonia,  what  kind  of  aid  has  our  Nation  and  Europe  ex- 
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tended  to  the  Former  Yugoslavia  Republic  of  Macedonia  to  help  it 
conduct  a  fair  and  accurate  census  of  its  population? 

Mr.  OxMAN.  We  are  very  supportive  of  having  the  census  con- 
ducted. I  do  not  have  the  mcts  on  what  degree  we  have  supported 
that  financially.  I  will  ask  Mr.  Johnson  to  comment.  But  the  EU 
has,  through  one  of  its  agencies,  sought  to  move  forward  with  re- 
spect to  the  census,  and  we  support  that.  We  think  that  would  be 
a  good  idea.  Whether  we  are  providing  financial  assistance,  I  would 
just  like  to  defer  to  Mr.  Johnson  on  that. 

Mr.  Ralph  Johnson.  Congressman,  to  my  knowledge,  we  have 
not  received  a  request  to  participate  financially  in  this  activity. 
Last  year,  just  to  summarize,  we  provided  about  $10  million  overall 
in  assistance  to  Macedonia,  including  about  $5  million  in  emer- 
gency assistance.  And  we  are  planning  a  fresh  look  at  what  kind 
of  technical  assistance  would  be  most  useful  in  addition  to  the  dis- 
cussion of  agricultural  assistance. 

Mr.  Oilman.  Have  we  been  in  discussions  with  them,  Mr.  John- 
son, on  that  issue? 

Mr.  Ralph  Johnson.  We  have  over  a  period  of  time  had  ex- 
changes with  them.  As  you  know,  we  have  personnel  who  are  re- 
sponsible for  assistance,  who  are  in  place  in  Skopje  at  this  time. 
So  it  is  very  easy  for  us  to  conduct  that  kind  of  dialogue. 

Mr.  Oilman.  Do  we  intend  to  help  them  with  that  census,  or  are 
we  just  talking  about  it? 

Mr.  Ralph  Johnson.  To  my  knowledge,  we  have  not  received  a 
request.  I  will  be  happy  to  check  the  record  and  get  back  to  you, 
but  I  am  not  aware  of  a  request  for  financial  support  for  the  cen- 
sus. 

Mr.  OxMAN.  Congressman,  I  think,  if  I  am  not  mistaken,  that  the 
agency  of  the  EU  which  is  proposing  to  carry  this  out  is  prepared 
to  fund  it  fully.  And  the  question  is  whether  there  can  be  agree- 
ment reached  in  the  EU  to  go  forward  with  that.  I  believe  that  is 
the  status. 

Mr.  Oilman.  I  would  like  to  ask  if  we  could  have  a  direct  re- 
sponse. 

And  Mr.  Chairman,  I  would  like  to  make  that  part  of  the  record 
at  a  later  date. 

Mr.  McCloskey.  Without  objection. 

Mr.  Oilman.  Thank  you,  Mr.  Chairman. 

[The  information  appears  in  a  letter  dated  April  12,  1994  from 
the  Department  of  State  and  may  be  found  in  the  appendix.] 

COUNTER-NARCOTICS  FUNDING 

Mr.  Oilman.  In  looking  at  the  allocation  of  counter-narcotics 
funding,  I  may  have  overlooked  it,  but  I  do  not  see  any  monies  for 
the  former  states  in  the  Soviet  Union,  many  of  which  are  fast  be- 
coming new  routes  for  drug  traffickers,  especially  the  trafficking  of 
heroin  from  Burma  and  elsewhere. 

Is  there  some  allocation  that  is  included,  and  what  plans  are 
there,  if  any,  to  make  some  of  the  international  narcotics  monies 
available  to  counter  the  new  trafficking  drug  routes  through  East- 
ern Europe? 

Mr.  Dine.  From  a  USAID  perspective,  we  have  nothing. 

Mr.  Oilman.  Does  somebody  have  something,  I  hope? 
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Mr.  Ralph  Johnson.  Congressman,  this  is  an  activity  which  is 
funded  from  another  budget.  So  while  we  have  been  involved  in  a 
variety  of  places  in  Eastern  Europe  and  helping  with  public  admin- 
istration including  the  administration  of  justice,  our  focus  has  been 
on  the  judiciary. 

And  I  do  not  know  of  any  specific  activities  funded  out  of  this 
program,  which  have  been  directed  at  the  counter-narcotics  effort, 
because  there  are  other  funding  programs  which  have  been  ori- 
ented to  deal  with  that  problem. 

Mr.  Oilman.  What  other  programs  are  you  suggesting? 

Mr.  Ralph  Johnson.  Well,  I  do  not  have  a  specific  program  in 
mind,  but  there  is  a  part  of  our  department,  a  part  of  the  State  De- 
partment which  has  responsibility  for 

Mr.  Oilman.  That  has  reduced  the  INM  Fund.  That  is  why  I  am 
asking. 

Mr.  Dine.  I  think  Customs.  You  ought  to  check  with  the  Customs 
people.  They  may  have  something. 

Mr.  Oilman.  Customs  does  get  into  international  narcotics  mat- 
ters on  the  European  continent,  Mr.  Dine. 

Has  USAID  transferred  any  money  to  Justice  or  any  of  the  other 
agencies  for  this  purpose? 

Mr.  Dene.  Not  for  this  purpose. 

Mr.  Oilman.  Mr.  Johnson  of  DOD,  any  in  international  narcot- 
ics? 

Mr.  Darel  Johnson.  Not  to  my  knowledge,  Mr.  Congressman. 

Mr.  Oilman.  Then  apparently  we  are  just  not  looking,  Mr. 
Oxman. 

Mr.  Oxman.  Why  do  we  not  get  you  whatever  data  there  is  from 
the  relevant  bureau  in  the  State  Department  on  the  status  of  that. 
Congressman  Oilman.  I  would  be  happy  to  provide  that  to  you  as 
soon  as  possible. 

Mr.  Oilman.  That  could  be  extremely  helpful.  And  I  request  that 
you  do  provide  it  to  us. 

And  Mr.  Chairman,  I  would  like  to  make  that  part  of  the  record 
when  we  do  receive  that  kind  of  information. 

Mr.  Lantos.  Without  objection. 

[The  information  appears  in  a  letter  dated  April  12,  1994  and 
may  be  found  in  the  appendix.] 

Mr.  Oilman.  The  Polish  Oovernment  has  already  indicated  that 
there  is  a  growing  problem  with  regard  to  narcotics  trafficking 
through  their  country.  It  is  happening  through  many  of  the  East- 
ern European  countries  today.  We  welcome  seeing  some  attention 
given  to  that  critical  problem.  Especially  since  the  INM  budget  has 
been  cut  considerably. 

assistance  to  CYPRUS 

Mr.  Oxman,  with  regard  to  Cyprus,  in  the  rewrite  of  the  Foreign 
Assistance  Act,  we  placed  a  great  deal  of  emphasis  on  our  Nation's 
efforts  to  promote  regional  peace. 

Why  is  our  assistance  to  Cyprus  not  specifically  tied  to  our  ef- 
forts to  bring  out  a  settlement  in  Cyprus  as  our  assistance  to  Egypt 
and  Israel  is  tied  to  our  peace  efforts  in  the  Middle  East? 
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Mr.  OxMAN.  Well,  we  are  proceeding  with  the  peace  efforts,  and 
I  would  be  happy  to  comment  on  that.  And  there  has  been  encour- 
aging progress  in  recent  weeks. 

Mr.  Oilman.  At  this  point,  let  me  interrupt  you. 

What  is  that  encouraging  progress,  because  we  have  not  heard 
much  about  that? 

Mr.  OxMAN.  All  right.  Basically,  the  parties  have  agreed  in  prin- 
ciple on  two  very  important  confidence  building  measures.  One,  the 
opening  up  of  the  fenced  area  of  Varosha.  And  two,  the  opening  of 
the  Nicosia  International  Airport.  If  this  happened,  it  would  be  the 
first  concrete  progress  in  this  matter. 

Mr.  Oilman.  Has  Denktash  agreed  to  that? 

Mr.  OxMAN.  He  has  agreed  in  principle  to  this.  And  now  the  par- 
ties are  working  through  and  trying  to  come  to  a  definitive  agree- 
ment. I  am  pleased  to  say  that  in  connection  with  this  that  not 
only  the  parties  but  the  Oovernments  of  Turkey  and  Oreece  have 
been  very  helpful  in  getting  us  to  this  point. 

The  talks  are  proceeding.  There  are  a  range  of  details  that  are 
very  important  details  that  pertain  to  how  you  actually  effectuate 
the  opening  of  these  two  facilities.  And  the  United  Nations  Security 
Council  on  March  11  passed  a  resolution  stressing  the  need  to  con- 
clude an  agreement  on  this  point  without  delay.  And  Mr.  Boutros- 
Ohali,  the  U.N.  Secretary  General,  has  called  for  an  agreement 
within  the  next  few  weeks. 

We  are  working  very  hard  to  support  that  process  through  our 
Special  Cyprus  Coordinator,  Ambassador  Robert  Lamb,  who  is  very 
much  involved  in  this  matter.  The  U.N.  negotiator  is  the  former 
Canadian  Prime  Minister  Joe  Clark. 

So  this  is  encouraging.  I  hesitate  to  make  any  prediction.  Be- 
cause we  have  all  seen  how  hard  it  is  to  achieve  progress  on  this 
matter.  And  the  talks  are  to  resume  today  based  on  the  U.N.  draft 
agenda  of  outstanding  issues. 

So  we  will  continue  to  try  to  be  helpful  in  that  regard.  If  these 
two  measures  are  agreed,  I  would  stress  first  of  all  that  they  are 
not  the  end.  They  are  confidence  building  measures.  What  needs  to 
happen  is  for  the  process  to  proceed  toward  a  full  solution  to  the 
problem.  And  we  are  not  going  to  sit  back  if  these  measures  are 
not  agreed  but  we  will  continue  our  efforts. 

On  the  other  hand,  if  they  are  agreed,  I  feel  very  strongly.  Con- 
gressman, that  it  could  transform  the  atmosphere  in  Cyprus.  Be- 
cause it  will  show  that  concrete  progress  that  affects  the  lives  of 
people,  the  every  day  lives  of  people  is  possible  after  all  of  these 
years. 

With  respect  to  the  assistance  money  for  Cyprus,  Mr.  Dine  can 
comment  on  the  details  of  that.  There  is  no  direct  linkage  of  the 
kind  that  you  asked  about.  And  I  guess  that  I  would  have  to  think 
about  whether  that  would  be  productive  in  the  current  cir- 
cumstances or  not.  Congressman  Oilman. 

Mr.  Oilman.  I  would  think  that  it  would  be  more  effective,  if  we 
tied  the  Turkish  assistance  to  seeing  it  move  forward  since  the 
Turkish  people  have  not  been  too  flexible  with  regard  to  the  Cy- 
prus negotiations,  and  particularly  to  the  confidence  building  meas- 
ures. 
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Mr.  OXMAN.  I  would  just  comment  though  in  fairness.  The  Turk- 
ish Government  has  been  quite  helpful  on  this  matter  over  the  last 
several  months.  And  I  think  that  helps  explain  why  we  have  seen 
this  encouraging  degree  of  progress. 

Mr.  Oilman.  Well,  that  is  good  news.  We  hope  that  you  keep 
moving  in  that  direction. 

IFI 

Let  me  address  for  a  moment  the  International  Fund  for  Ireland. 

First  of  all,  what  amount  is  being  allocated  for  the  Fund  this 
year? 

Mr.  OxMAN.  We  are  going  to  seek  to  have  this  funded  at  $19.6 
million. 

Mr.  Oilman.  Compared  to  what  last  year? 

Mr.  OxMAN.  I  think  it  is  the  same  amount  as  last  year. 

Mr.  Oilman.  Has  the  Fund  helped  to  reduce  the  unemployment 
situation? 

Mr.  OxMAN.  I  think  that  the  Fund  has  been  extremely  successful 
in  terms  of  local  business  development. 

Do  either  of  you  have  the  details  on  that;  Tom,  do  you  want  to 
comment? 

Mr.  Dine.  Congressman,  70  percent  of  the  Fund's  monies  have 
gone  to  disadvantaged  areas.  And  according  to  the  Fund's  official 
report,  it  has  created  18,000  jobs  since  the  Fund  was  initiated.  So 
in  that  sense,  it  is  a  plus. 

Mr.  Oilman.  Where  were  those  jobs,  in  what  region  were  the  jobs 
that  they  created? 

Mr.  Dine.  I  do  not  have  the  exact  answer.  I  certainly  can  get 
that  for  you. 

Mr.  Oilman.  Are  they  on  both  sides  of  the  border? 

Mr.  Dine.  They  are  along  the  border.  As  I  understand  it,  all  of 
it  is  along  the  border. 

Mr.  Oilman.  Are  they  predominantly  in  the  Protestant  areas  or 
the  Catholic  areas,  do  we  have  any  breakdown? 

Mr.  Dine.  I  do  not  have  that  breakdown. 

Mr.  Oilman.  If  you  would,  is  there  some  report  that  could  give 
U.S.  that  information? 

Mr.  Dine.  We  will  find  the  answer  for  you,  sir. 

Mr.  Oilman.  Thank  you. 

Mr.  Chairman,  I  would  like  to  ask  that  that  be  made  part  of  the 
hearing  record. 

Mr.  Lantos.  Without  objection. 

Mr.  Oilman.  Thank  you. 

[The  information  appears  in  a  letter  dated  April  12,  1994  from 
the  Department  of  State  and  may  be  found  in  the  appendix.] 

Mr.  Oilman.  I  think  that  winds  up  my  questions.  Thank  you,  Mr. 
Chairman. 

Mr.  Lantos.  Thank  you  very  much. 

Congressman  Borski. 

Mr.  BoKSKi.  Thank  you  very  much,  Mr.  Chairman. 

And  I  would  just  like  to  follow  up  where  Mr.  Oilman  left  off  on 
the  Ireland  Fund. 

Mr.  Dine,  you  mentioned  that  70  percent  of  the  Fund  in  the  past 
has  gone  to  disadvantaged  areas. 
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Do  we  know  that  70  percent  of  the  next  amount  of  the  funding 
will  also  go  to  disadvantaged  areas? 

Mr.  Dine.  The  Fund  takes  great  pride  in  its  job  creation  efforts, 
and  in  economic  restructuring  based  on  strict  equality  indicated 
along  the  lines  of  Congressman  Oilman's  question  earlier.  And  it 
is  my  knowledge  that  it  will  continue  to  focus  in. that  particular  di- 
rection. 

ACCEPTANCE  OF  DOWNING  STREET  DECLARATION 

Mr.  BORSKI.  And  I  would  like  to  ask  a  couple  of  questions  about 
the  situation  in  Northern  Ireland  now,  as  Secretary  Oxman  per- 
haps passed  to  you. 

What  is  your  assessment  of  the  peace  process  at  this  particular 
moment? 

Mr.  OxMAN.  Well,  I  think  that  there  is  great  concern  right  now 
about  the  recent  events  involving  Heathrow  Airport.  The  British 
Prime  Minister  and  the  Irish  Prime  Minister  have  made  clear  that 
the  basis  for  participation  in  inter-party  talks  is  the  Downing 
Street  Declaration,  and  the  acceptance  of  the  Downing  Street  Dec- 
laration. 

The  U.S.  Government  supports  that.  We  think  that  that  declara- 
tion was  a  significant  step  forward.  We  think  that  it  showed  great 
courage  on  the  part  of  both  Prime  Ministers  to  come  to  that  agree- 
ment. 

Both  of  the  Prime  Ministers  have  indicated  and  reiterated  that 
this  declaration  requires  an  unequivocal  renunciation  of  violence. 
Gerry  Adams'  defense  of  the  Heathrow  mortar  attacks  is  a  jus- 
tification for  continued  violence  to  achieve  political  ends.  And  nei- 
ther he  nor  anyone  else  in  Sinn  Fein  or  the  Provisional  IRA  has 
renounced  violence. 

We  authorized  a  limited  one  time  visa  waiver  to  Gerry  Adams 
because  we  hoped  that  it  would  promote  the  peace  process.  At  the 
same  time,  we  stressed  the  importance  of  deeds  not  words.  And  re- 
grettably, Mr.  Adams  has  not  renounced  violence  nor  accepted  the 
Downing  Street  declaration.  And  since  his  departure  from  the  Unit- 
ed States  on  February  2,  the  Provisional  IRA  violence  has  contin- 
ued unabated. 

So  that  is  sort  of  the  state  of  the  play.  And  we  continue  to  sup- 
port the  Downing  Street  declaration.  We  hope  that  the  Sinn  Fein 
and  the  IRA  will  renounce  violence,  so  they  can  join  in  that  proc- 
ess. 

Mr.  BORSKI.  It  is  my  understanding  that  Reverend  Paisley's 
group  also  rejected  the  peace  process. 

Is  that  not  accurate? 

Mr.  OxMAN.  I  think  that  they  have  indicated  a  reservation  about 
that,  and  have  not  participated. 

Mr.  BORSKI.  Can  peace  talks  on  Northern  Ireland  be  successful 
without  participation  of  Sinn  Fein  or  the  Democratic  Union  Party, 
can  that  work? 

Mr.  Oxman.  I  really  think  that  that  will  depend  on  what  the  par- 
ties are  able  to  achieve  and  the  talks  that  they  are  able  to  have. 
I  would  hesitate  to  try  to  prejudge  that  or  speculate  about  it.  We 
think  that  the  Downing  Street  declaration  really  is  a  good  basis  to 
proceed  on  it.  It  required  a  lot  of  work  and  a  lot  of  courage  for 
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them  to  come  to  that.  And  we  hope  that  that  can  provide  the  basis 
for  all  parties  to  rally  around. 

Mr.  BoRSKi.  And  is  there  anything  in  particular  that  the  United 
States  can  do  to  best  help  Britain  and  Ireland? 

Mr.  OXMAN.  Pardon  me. 

Mr.  BORSKI.  Is  there  anything  that  the  United  States  can  do 
right  now,  or  what  can  we  do  to  best  help  the  situation  there  now? 

Mr.  OxMAN.  I  think  that  what  we  can  do  is  continue  with  the  po- 
sition that  I  have  just  articulated,  and  try  to  be  as  supportive  as 
possible,  at  the  same  time  continuing  such  measures  as  our  eco- 
nomic support  for  the  International  Fund  for  Ireland.  I  think  that 
these  are  helpful  approaches.  We  have  got  to  be,  I  think,  very  care- 
ful in  this  situation.  I  think  that  the  line  that  we  have  taken  is  the 
right  line;  that  it  is  important  for  violence  to  be  renounced. 

The  notion  that  mortar  shells  are  falling  on  Heathrow  Airport 
tells  us  something  about  the  kind  of  situation  that  people  are  find- 
ing themselves  in,  and  the  very  great  need  to  get  this  thing  onto 
a  different  footing. 

Mr.  BORSKI.  No  further  questions,  Mr.  Chairman.  Thank  you 
very  much. 

Thank  you,  Mr.  Secretary. 

NATO  AIRSTRIKES  OVER  BOSNIA 

Mr.  Lantos.  Mr.  Secretary,  I  would  like  to  deal  briefly  with  the 
question  of  chain  of  command  for  NATO  airstrikes  over  Bosnia.  Re- 
ports this  past  weekend  reflect  an  unconscionable  delay  in  calling 
in  NATO  air  support  for  French  UNPROFOR  troops  under  attack 
in  northwest  Bosnia,  an  enclave  of  Bihac. 

If  my  information  is  correct,  and  you  can  check  me  on  that,  it 
took  about  three  hours  between  the  time  of  the  initial  request  and 
the  authorization  by  which  time  the  issue  became  moot. 

Now  I  understand  that  the  Secretary  of  Defense  has  indicated 
that  this  was  a  unique  episode,  that  several  steps  had  to  be  taken 
including  a  final  go  ahead  from  the  special  envoy  for  the  former 
Yugoslavia,  Mr.  Akashi. 

Whatever  the  bureaucratic  explanation,  looking  at  it  in  terms  of 
the  reality  and  the  need,  it  showed  a  totally  impotent  approach  to 
a  very  serious  issue.  The  request  for  air  support,  if  it  is  to  be  mean- 
ingful, has  to  be  responded  to  immediately,  not  three  hours  later 
by  which  time  the  attack  that  occasioned  the  request  is  over. 

Could  you  enlighten  us  as  to  this  fiasco? 

Mr.  OxMAN.  Congressman,  we  feel  that  these  procedures  must  be 
streamlined.  And  we  are  working  to  try  to  be  constructive  in  that 
regard. 

NATO  was  there  in  the  air,  and  it  was  poised  to  perform  its  func- 
tion. And  the  authorization  did  take  the  timeframe  that  you  have 
referred  to,  by  which  time  it  was  in  effect  too  late. 

We  think  that  needs  to  be  improved,  and  we  are  working  on  that 
with  the  U.N.  There  needs  to  be  a  streamlining  of  this  for  the  very 
reasons  you  have  described. 

Mr.  Lantos.  Mr.  Secretary,  this  in  miniature  underscores  the 
tremendous  dichotomy  between  NATO's  capability  and  the  bun- 
gling impotence  at  the  political  level.  Twenty-three  months  ago, 
some  of  us  called  for  using  NATO  as  an  instrument  that  would  pro- 
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vide  a  credible  deterrent  to  the  initial  military  activities  there.  And 
there  was  no  political  will  either  in  the  previous  administration  in 
this  country  or  among  the  great  European  allies  to  move  NATO, 
the  greatest  defensive  military  alliance  in  human  history. 

Had  NATO  been  used  as  a  credible  deterrent,  200,000  people 
who  are  now  dead  would  be  alive.  And  1.6  million  who  are  refugees 
never  to  return  to  their  own  homes  would  not  be  refugees.  And  the 
whole  society,  which  has  been  destroyed,  would  be  functioning  and 
alive. 

Now  we  see  this  repeated  in  miniature.  Now  we  at  long  last  have 
the  arrangement  that  NATO  will  provide  air  support  for 
UNPROFOR  forces  under  attack.  French  UNPROFOR  forces  are 
under  attack.  They  request  air  support,  and  nothing  happens. 
Three  hours  go  by,  and  the  attack  is  over.  The  request  for  air  sup- 
port is  moot.  And  fmally,  Mr.  Akashi  says  it  is  all  right  to  go 
ahead. 

I  mean  one  does  not  need  to  be  a  rocket  scientist  to  see  that  this 
is  an  intolerable  and  humiliating  state  of  affairs.  And  I  do  not 
sense  a  feeling  of  urgency  on  the  part  of  the  administration  or 
NATO  to  deal  with  it. 

And  I  would  be  grateful  if  you  would  further  expand  on  your  re- 
sponse, Mr.  Secretary. 

Mr.  OxMAN.  Well,  I  think  that  we  do  sense  and  have  a  feeling 
of  urgency  about  this.  As  I  say,  we  do  not  want  to  engage  in  finger 
pointing  about  it.  But  we  think  that  we  have  a  joint  interest  with 
the  U.N.  in  streamlining  these  procedures,  and  doing  so  promptly, 
so  that  we  will  not  have  a  repeat  of  this  type  of  event,  where  there 
was  a  delay  that  meant  that  the  close  air  support  could  not  be  pro- 
vided on  a  timely  basis  to  people  who  said  that  they  needed  it. 

Mr.  Lantos.  You  are  absolutely  correct  in  saying  that  NATO  was 
physically  capable  of  providing  air  support  instantaneously. 

Is  that  correct? 

Mr.  OXMAN.  NATO  was  in  the  air,  it  is  my  understanding,  and 
Darel  Johnson  may  want  to  comment  on  this. 

Mr.  Lantos.  I  would  be  very  happy  to  have  Mr.  Johnson  com- 
ment. 

My  understanding  is  that  NATO  assets  were  in  the  air,  and 
could  have  responded  immediately,  and  that  there  was  a  three 
hour  delay.  Mr.  Johnson. 

Mr.  Darel  Johnson.  Congressman,  I  think  that  it  would  be  in- 
correct to  say  that  NATO  could  have  responded  immediately,  but 
they  could  have  responded  very  shortly  after  the  call. 

Mr.  Lantos.  Well,  give  me  a  timeframe  that  NATO  was  phys- 
ically capable  of  responding  to  the  request  for  air  support. 

Mr.  Darel  Johnson.  I  think  within  a  half  an  hour  after  the 
original  request  came  in.  And  they  certainly  were  on  station  while 
the  firing  was  going  on.  However,  as  you  probably  know,  when  the 
authorization  was  received,  the  weather  had  closed  in,  and  the  tar- 
get could  not  be  identified. 

Mr.  Lantos.  That  is  not  a  satisfactory  answer,  Mr.  Johnson. 
That  is  a  comedy  of  errors  in  a  tragic  situation. 

Mr.  Darel  Johnson.  And  I  certainly  agree  with  you,  Congress- 
man. We  feel  exactly  the  same  way. 
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Mr.  Lantos.  But  I  would  like  to  find  out  why  the  three  hour 
delay.  I  mean  neither  you  nor  Secretary  Oxman  have  given  me  an 
answer. 

Mr.  Darel  Johnson.  And  I  cannot  give  you  a  satisfactory  an- 
swer, because  I  really  do  not  know. 

Mr.  Lantos.  Secretary  Oxman,  can  you  give  me  an  answer? 

Mr.  Oxman.  All  I  can  say  is  that  the  delay  occurred  in  the  U.N. 
chain  of  command  where  we  are  not  present,  the  U.S.  Government. 
So  we  do  not  have  the  full  facts  on  that,  Congressman.  As  you 
know,  the  request  would  go  from  the  local  commander  to  General 
Cot,  I  believe.  And  from  General  Cot  to  Mr.  Akashi.  The  facts  on 
that  are  not  known  to  me.  They  may  be  known  elsewhere  in  the 
U.S.  Government.  But  as  of  now,  all  I  know  is  that  within  that 
chain  of  command  from  beginning  to  end,  I  do  think  that  it  was 
a  three  hour  period. 

PARTNEliSHIP  FOR  PEACE 

Mr.  Lantos.  I  would  like  to  raise  questions  about  Partnership  for 
Peace.  My  understanding  is  that  as  of  now  that  10  nations  have 
signed  up  for  the  Partnership  for  Peace,  and  that  we  expect  four 
or  five  additional  ones  to  be  signing  on  in  the  near  future. 

Is  that  correct? 

Mr.  Oxman.  I  think  that  your  numbers  are  just  about  right.  I  do 
not  have  exact  numbers  in  front  of  me.  We  have  had  a  very  good 
reception  to  the  Partnership  for  Peace  right  from  the  word  go.  Ap- 
proximately 10  nations  have  sent  their  most  senior  leaders  to  Brus- 
sels to  sign  the  framework  agreement.  They  are  working  on  their 
presentation  documents,  which  is  the  first  part  of  the  process  of 
ascertaining  what  their  individualized  work  programs  will  be,  with- 
in the  Partnership  for  Peace,  for  training,  planning  and  designation 
of  units — very  concrete  stuff. 

And  that  is  going  well.  We  will  have  additional  nations  joining. 
I  can  get  you  a  full  listing  of  that,  Congressman  Lantos,  if  you 
would  like  that.  We  are  moving  forward  with  the  goal  of  having  the 
partnership  coordination  cell  in  Mons  up  and  running  as  soon  as 
possible  with  personnel  from  these  countries  that  have  signed  up. 

We  are  working  forward  toward  the  goal  of  having  a  command 
post  exercise  in  1994,  and  a  field  exercise  later  in  1994.  And  the 
process  is  moving  forward  according  to  plan.  We  are  creating  a  new 
thing  here,  so  it  will  not  go  perfectly,  and  it  will  not  go  without  hic- 
cups. But  right  now,  we  are  very  encouraged  by  the  way  that  this 
is  unfolding. 

Mr.  Lantos.  Now  the  Partnership  for  Peace  framework  docu- 
ment calls  on  the  countries  that  wish  to  participate  to  fund  their 
own  participation,  to  establish  at  their  own  expense  liaison  offices 
at  NATO  headquarters,  to  make  available  personnel  assets  and  fa- 
cilities necessary  to  carry  on  partnership  activities  including  mili- 
tary exercises.  I  have  a  very  basic  question. 

Are  some  of  these  countries  realistically  capable  of  affording  from 
a  financial  point  of  view  these  activities?  And  related  to  that,  my 
understanding  is  that  a  number  of  them  are  approaching  us  for 
military  assistance,  asking  for  upgrading  of  communications,  com- 
mand and  control  facilities,  and  occasionally  asking  for  weapons 
systems  and  military  equipment. 
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What  are  our  plans,  what  is  happening  on  the  ground? 

Mr.  OxMAN.  Let  me  give  you  an  overall  view,  and  then  perhaps 
Darel  Johnson  could  comment.  The  Partnership  for  Peace  itself 
does  not  include  a  military  assistance  component.  And  we  specifi- 
cally provided  at  the  NATO  Summit  that  members  of  the  Partner- 
ship for  Peace  would  finance  their  own  involvement. 

However,  bilaterally  the  United  States  can  assist  members  of  the 
Partnership  for  Peace  as  appropriate  in  such  areas  as  standardiza- 
tion of  equipment  and  procedures.  But  these  states  will  have  to  de- 
cide for  themselves  to  make  the  necessary  political  and  financial 
commitment  to  participate  actively  in  Partnership  for  Peace. 

Our  bilateral  programs  will  be  a  useful  vehicle  for  supporting 
and  reinforcing  the  Partnership  for  Peace  and  broader  U.S.  objec- 
tives. For  example,  in  addition  to  promoting  civilian  oversight  of 
the  military,  our  bilateral  training  and  military  to  military  contact 
programs  will  increasingly  aim  to  improve  understanding  of  and 
compatibility  with  NATO  standards  and  practices. 

A  large  portion  of  IMET  type  training  will  be  devoted  to  instruc- 
tion in  the  English  language.  To  facilitate  joint  operations  by 
Central  and  Eastern  European  militaries  with  NATO,  we  will  seek 
to  assist  in  organizing,  and  training,  and  equipping  where  possible 
Central  and  Eastern  European  units  to  NATO  standards.  We  also 
have  a  joint  peacekeeping  training  program  with  Russia. 

Now  on  the  details,  Darel,  would  you  like  to  amplify  that  at  all? 

Mr.  Darel  Johnson.  If  I  may.  Congressman. 

Mr.  Lantos.  Please. 

Mr.  Darel  Johnson.  We  do  have  a  very  active  program  in  a  bi- 
lateral sense,  as  I  mentioned  in  my  opening  statement.  We  do  not 
have  enough  money  engaged  in  equipment  sales.  So  we  are  focus- 
ing mostly  on  excess  defense  equipment.  The  problem  with  excess 
defense  equipment  is  that  it  is  not  in  the  interests  of  the  United 
States  to  provide  a  sophisticated  piece  of  equipment  to  a  country, 
and  not  have  the  country  capable  of  maintaining  it  and  operating 
it. 

So  we  have  had  some  efforts  that  have  been  aborted  to  provide 
excess  defense  equipment  to  countries  of  Eastern  Europe.  Specifi- 
cally, I  might  mention  Hungary,  who  we  offered  C-130  aircraft. 
The  Hungarians  determined  that  they  did  not  have  the  necessary 
funds  available  that  would  be  required  to  maintain  and  operate 
these  aircraft.  So  the  offer  was  never  consummated. 

That  is  the  sort  of  problem  that  we  are  running  into  in  our  rela- 
tionships in  providing  equipment  to  the  Eastern  Europeans. 

EBRD 

Mr.  Laj^tos.  May  I  raise  a  question  about  the  European  Bank  for 
Reconstruction  and  Development.  Last  year,  we  had  a  lot  of  trou- 
ble. The  bank  is  now  under  new  management,  and  the  new  Presi- 
dent, Jacques  de  Larosiere,  indicates  that  the  management  pro- 
grams have  been  solved. 

Is  that  our  assessment,  Mr.  Secretary? 

Mr.  OxMAN.  We  think  that  Mr.  de  Larosiere  has  put  in  place  a 
very  good  program  for  addressing  some  of  the  concerns  that  led  to 
the  change  in  management.  And  I  know  that  we  talked  about  some 
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of  those  last  year.  And  as  you  know,  we  have  requested  $70  milhon 
in  our  fiscal  year  1995  budget. 

Since  his  arrival,  the  situation  at  the  bank  has  improved.  He  has 
made  a  number  of  important  changes,  including  a  freeze  on  hiring, 
cuts  in  administrative  expenses,  and  a  thorough  review  of  oper- 
ational priorities.  The  internal  organization  has  been  altered  to 
provide  greater  country  expertise  and  faster  response  time  for  fi- 
nancing prf#>osals.  Both  project  approvals  and  actual  disburse- 
ments increased  in  1993,  and  will  do  so  again  this  year. 

These  and  other  changes  will  result  in  more  focused  financial  as- 
sistance for  the  countries  of  Central  and  Eastern  Europe  and  the 
former  Soviet  Union.  The  $70  million  represents  one-fifth  of  the 
$350  million  of  paid-in  capital  that  the  United  States  agreed  to  as 
its  initial  contribution.  Since  fiscal  1991,  we  paid  $198.9  million. 
And  an  approval  of  this  request  for  $70  million  would  leave  the 
United  States  with  $81  million  in  accumulated  arrears. 

That  is  the  long  answer.  But  the  short  version  is  we  think  that 
it  has  made  a  big  difference  to  have  the  change  in  management. 
And  we  hope  that  Congress  will  support  this,  and  appropriate  this 
$70  million,  which  is  an  important  part  of  enabling  the  bank  to  do 
its  job. 

Mr.  Lantos.  Mr.  Secretary,  some  of  us  have  very  high  hopes  for 
the  European  Bank  for  Reconstruction  and  Development.  But  we 
feel  a  sense  of  urgency  in  having  the  bank  disburse  the  funds  that 
it  commits.  My  understanding  is  that  the  bank  has  committed  over 
$2.5  billion  in  private  sector  debt  and  equity  investments  in 
Central  and  Eastern  Europe,  actually  $2.6  billion.  But  it  has  dis- 
bursed less  than  $600  million  of  that,  which  is  less  than  23  per- 
cent. 

This  is  very  distressing,  because  the  social  fabric  of  many  of 
these  countries  is  disintegrating.  One  of  the  very  potent  counter- 
vailing influences  would  be  the  injection  of  funds  through  the  Euro- 
pean Bank.  More  than  three-quarters  of  the  funds  that  had  been 
committed  have  not  reached  the  recipients.  Unemployment  is  ris- 
ing. Social  disenchantment  is  rising.  The  political  process  in  many 
countries  is  moving  in  a  very  negative  direction. 

And  I  am  wondering  if  you  could  enlighten  this  as  to  why  the 
bank  is  moving  so  slowly,  and  what  if  any  steps  are  we  rec- 
ommending or  insisting  upon,  so  that  these  funds  can  do  the  job 
of  in  fact  creating  viable  societies  in  Central  and  Eastern  Europe. 

Mr.  OXMAN.  I  think  that  you  are  identifying  a  very  important 
issue.  The  societies  need  this  capital.  We  know  that.  There  is  a 
great  shortage  of  capital.  I  think  the  fact  that  actual  disbursements 
have  increased  this  year  and  are  expected  to  do  so  again,  that  they 
increased  last  year  in  1993  and  are  expected  to  so  again  in  1994, 
is  an  encouraging  sign. 

I  think  that  some  of  the  initial  delay,  as  I  understand  it,  had  to 
do  with  the  fact  that  this  was  a  startup  organization,  and  all  of  the 
things  that  go  with  that.  I  think  that  part  of  the  delay  also  has  to 
do  with  just  the  fact  that  it  is  typical  in  banking  to  make  a  commit- 
ment, and  then  have  funds  drawn  down  over  time,  depending  on 
the  nature  of  the  particular  project  or  the  particular  loan  in  ques- 
tion. 
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We  want  to  see  that  expedited  consistent  with  the  bank's  need 
to  act  as  a  prudent  lender.  I  do  not  have  the  details,  Congressman 
Lantos,  on  your  figures.  They  sound  about  right  to  me.  Perhaps  Mr. 
Johnson  or  Mr.  Dine  would  nave  the  details  on  that. 

Mr.  Lantos.  I  think  that  Mr.  Dine  wanted  to  say  something. 

Mr.  DI^fE.  I  do  not  have  those  details.  But  I  do  know  that  the 
disbursements  over  this  past  year  have  risen  three-fold.  And  in 
that  sense,  we  need  to  recognize  that  the  bank  is  improving.  How- 
ever, I  would  like  to  add  a  couple  of  concerns. 

Number  one  is  the  one  that  you  just  discussed  with  Secretary 
Oxman.  The  bank  has  to  get  more  involved  with  the  problems  in 
the  social  sector.  Secondly,  I  think  that  the  bank  has  to  be  more 
oriented  toward  the  private  sector.  It  has  not  been. 

Third,  and  in  this  sense  there  are  two  points,  its  minimum  loans 
ares  $5  million.  In  that  sense,  you  are  not  going  to  be  able  to  give 
out  loans  to  the  small  businesses.  And  the  small  businesses  are 
going  to  carry  economic  reform  through  the  rest  of  this  decade.  And 
I  believe  that  the  bank  has  to  rethink  at  that  particular  floor  that 
it  has  created. 

And  in  that  sense  too,  the  bank  has  not  been  focused  on  environ- 
mental issues.  The  environmental  NGO's,  that  come  to  see  me,  for 
instance,  to  complain  about  the  bank,  have  also  gone  to  Brian  At- 
wood. 

So  we  are  concerned  about  these  particular  areas.  I  think  the 
new  executive  director  from  the  United  States  to  the  bank  is  going 
to  press  on  these  issues.  Former  Congressman  Scheuer  and  I  nave 
had  several  discussions,  and  we  are  on  the  same  wavelength. 

So  overall,  the  bank  is  important.  The  reforms  that  have  taken 
place  in  just  1  year  are  considerable.  And  we  need  to  congratulate 
the  President.  But  I  would  like  to  see  the  bank  become  more  of  a 
part  of  the  whole  reform  movement  in  the  area.  And  therefore,  be 
another  significant  donor. 

MFN  FOR  ROMANIA 

Mr.  Lantos.  May  I  ask  a  question  about  Romania.  As  you  know, 
a  year  and  a  half  ago,  I  led  the  fight  on  the  fioor  of  the  House 
which  resulted  in  denying  Most-Favored-Nation  status  to  Romania. 
This  last  time  around  on  the  basis  of  a  tremendous  array  of  pleas 
and  promises  by  the  Government  of  Romania,  Congress  chose  to 
extend  more  favored  nation  treatment  to  Romania  on  a  1  year 
basis  on  the  assumption  that  the  process  of  democratization  contin- 
ues. 

And  I  am  sorry  to  conclude  that  from  what  we  have  seen  thus 
far  that  the  opposite  is  the  case.  With  governmental  concurrence, 
statues  to  former  fascist  dictators  are  going  up  in  various  places  in 
the  country.  There  is  no  indication  of  any  movement  toward  a  more 
open,  and  democratic,  and  free  governmental  and  civic  structure. 

And  I  am  wondering,  Mr.  Secretary,  whether  we  have  cautioned 
the  Government  of  Romania  that  we  are  again  likely  to  scrutinize 
very  carefully  the  continuance  of  MFN  for  that  country.  And  if 
present  conditions  prevail,  I  predict  that  MFN  will  again  be  denied 
Romania  for  the  following  year. 

Are  we  maintaining  an  ongoing  dialogue  with  them  on  the  con- 
tinuing antidemocratic  fascist  Communist  activities  with  govern- 
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ment  concurrence  that  are  unfolding  on  a  regular  basis  in  that 
country? 

Mr.  OXMAN.  Congressman,  having  discussed  MFN  for  Romania 
with  you  at  great  length  last  year,  I  know  the  strength  of  your  view 
on  this  matter.  We,  I  believe,  were  able  to  finalize  that  in  Decem- 
ber, as  I  recall.  So  there  really  have  been  2V2  months  time  under 
this  new  approach. 

We  are  following  and  discussing  this  situation  of  the  political  re- 
form process  or  lack  of  a  political  reform  process  in  some  instances 
in  Romania  with  the  Grovernment  of  Romania.  We  have  a  first  rate 
Ambassador  there,  as  you  may  know.  Ambassador  John  Davis. 
They  are  going  through  a  period  where  there  is  in  effect  a  negotia- 
tion going  on  as  to  the  coalition  government,  and  who  will  be  in 
and  who  will  be  out.  And  this  is  very  important  domestically  there. 

We  are  very  sensitive  to  the  points  you  have  raised.  We  are  able 
to  make  our  point  of  view  known  to  the  Government  of  Romania. 
They  have  made  a  lot  of  progress  in  many  ways  in  a  short  period 
of  time.  They  have  a  government  that  is  a  democratically  elected 
government.  This  is  important.  It  is  a  democracy. 

It  has  a  lot  of  the  problems  that  any  new  democracy  will  have. 
But  we  intend  to  make  our  views  known  in  as  candid  a  way  as  pos- 
sible in  the  hopes  that  they  will  be  able  to  avoid  some  of  these  pit- 
falls that  you  have  described,  and  will  monitor  that  very  closely  as 
this  year  unfolds. 

Mr.  Lantos.  Thank  you  very  much. 

Congressman  McCloskey. 

Mr.  McCloskey.  Thank  you  very  much.  Chairman  Lantos. 

I  know  that  you  have  been  at  this  morning's  session  quite 
awhile,  Steve,  and  I  do  not  want  to  go  on  and  on.  But  several  ques- 
tions coming  off  of  Mr.  Lantos'  previous  comment. 

CHAIN  OF  COMMAND  IN  BOSNIA 

I  believe  that  was  a  5-hour  timeframe  on  the  delay  in  action 
cited.  And  it  is  not  really  important  qualitatively  whether  it  is  a 
three  or  a  five.  To  boil  it  down,  it  is  a  disaster.  If  we  want  to  talk 
about  eroding  credibility,  the  message  is  the  Serbs  are  laughing 
again.  The  Serbs  have  a  de  facto  green  light  to  go  on  with  the 
slaughter  again  in  Maglaj  and  elsewhere. 

And  in  the  meanwhile,  I  have  many  concerns  and  many  others 
have  concerns.  And  Mr.  Selami,-  if  I  am  not  talking  out  of  school 
so  to  speak,  has  a  concern.  The  Russians  are  in  the  region.  And  I 
know  of  the  administration's  recent  progress  and  concern,  the  Cro- 
atian-Bosnian rapprochement.  That  will  be  highlighted  this  week. 

That  is  all  wonderful.  And  I  am  not  being  pejorative  here,  but 
who  in  the  State  Department  is  in  charge  of  vision  and  reality.  In 
essence,  coming  out  of  this,  the  Serbs  are  going  to  have  everything 
that  they  want.  Greater  Serbia  will  be  there  on  a  map,  and  more 
and  more  being  united  probably  speaking  one  way  or  the  other. 

But  if  we  look  at  the  entire  region,  and  this  is  why  I  talk  about 
vision  and  reality.  As  you  know,  we  have  Kosovo  there.  And  we 
have  a  commitment  first  propagated  by  President  Bush  as  to  the 
population;  the  civil,  political,  and  human  rights  of  the  people  of 
Kosovo. 
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I  know,  and  you  know,  and  Mr.  Selami  knows,  that  ethnic 
cleansing  is  going  on  there  now.  There  is  no  sign  at  all  that 
Milosevic  has  any  interest  at  all  in  doing  anything  but  keeping  on 
with  that.  That  is  holy  Serbian  ground,  as  far  as  they  are  con- 
cerned. 

We  have  the  peacekeepers  in  Macedonia,  and  that  has  been  one 
of  the  really  good  aspects  of  American  policy.  And  I  commend  you, 
and  Tonv  Lake,  and  the  administration  for  doubling,  in  essence, 
the  number  of  peacekeepers.  But  we  are  going  to  have  that  powder 
keg  going  on. 

Meanwhile  Albania  is  there  trying  to  survive  with  5,000  forces 
with  archaic  military  equipment.  And  this  is  going  to  go  on  and  on. 

I  guess  I  want  to  ask  really  what  is  our  policy  toward  Serbia? 
How  are  we  going  to  prevent  an  ongoing  explosion  of  trouble,  which 
many  people  see  as  having  regional  and  worldwide  implication  for 
a  long  time  to  come?  What  is  our  commitment  to  Kosovo?  Would 
we  participate  in  a  U.N.  peacekeeping  force  there?  Would  we  con- 
sider U.S.  peacekeeping  forces  for  Albania? 

I  am  not  unreasonable,  Steve,  in  saying  that  this  is  not  going  to 
stop.  And  the  message  is  again  that  the  Serbs  get  everything  that 
they  want. 

Mr.  Lantos.  If  I  might  suggest,  Mr.  Secretary,  that  if  you  could 
withhold  your  response  while  we  cast  our  vote.  We  have  a  vote,  and 
these  were  the  second  set  of  bells.  The  subcommittee  will  be  in  a 
10-minute  recess,  at  which  point  we  will  resume. 

Mr.  McCloskey.  The  Chairman  has  spoken,  but  I  will  be  back. 

[Recess.] 

REWRITE  OF  SEED  ACT 

Mr.  Hamilton.  The  subcommittee  will  resume  its  sitting. 

Now,  the  original  SEED  Act  goes  back  to  1989.  And  in  some  re- 
spects, it  is  out  of  date  and  not  relevant. 

Do  you  think  that  we  need  a  rewritten  and  consolidated  SEED 
Act  at  this  point? 

Mr.  OxMAN.  Mr.  Chairman,  if  I  might  comment  and  then  turn  it 
over  to  Mr.  Johnson.  We  do  not  support  a  rewrite  of  the  SEED  Act. 
In  proposing  its  broad  overhaul  of  foreign  assistance  legislation, 
the  administration  made  a  conscious  decision  not  to  rewrite  the 
SEED  Act,  and  not  to  fold  the  SEED  authority  into  the  new  For- 
eign Aid  Act. 

There  were  two  principal  reasons.  First,  the  SEED  program  has 
always  been  authorized  by  legislation  separate  from  the  Foreign 
Assistance  Act.  And  we  wanted  to  maintain  the  statutory  distinc- 
tion between  SEED  and  other  foreign  aid  programs.  This  distinc- 
tion underscores  the  fundamental  problems  of  misdevelopment,  as 
Ralph  Johnson  has  described,  in  Central  and  East  Europe,  and  how 
those  problems  differ  from  the  more  traditional  problems  of 
underdevelopment  elsewhere. 

Also  the  distinction  sends  a  signal  to  the  countries  of  Central  and 
Eastern  Europe  that  Congress  and  the  administration  recognize 
their  special  circumstances,  and  share  a  special  stake  in  the  suc- 
cess of  their  transition. 

The  second  reason  was  that  we  wanted  to  avoid  reopening  issues 
that  have  already  been  satisfactorily  settled  in  the  statute.  In  our 
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view,  the  SEED  program  is  operating  successfully  under  current 
law.  The  legislation  now  on  the  books  does  not  need  fixing  in  order 
for  us  to  meet  the  program  objectives.  Given  how  well  the  program 
is  working,  we  did  not  want  to  risk  a  debate  that  could  weaken 
support  for  the  program. 

Ralph,  would  you  like  to  amplify  that  at  all? 

Mr.  I^LPH  Johnson.  I  do  not  think,  Mr.  Chairman,  that  there 
is  a  lot  to  add.  We  have  had  some  discussions  with  your  staff  and 
with  other  committee  staff  about  this  matter.  I  must  say  also  that 
I  have  another  concern.  And  that  is  that  the  distinction  that  Mr. 
Oxman  talks  about  between  the  focus  of  SEED  assistance  and  the 
focus  of  our  other  foreign  assistance  activities  is  important  to  main- 
tain. And  I  think  that  this  separate  legislation  helps  do  that. 

I  also  think  that  we  find  a  reservoir  of  support  for  the  SEED  Act, 
which  is  important  to  us,  and  I  think  it  is  also  important  to  the 
countries  of  the  region.  And  I  would  worry  that  wit?i  an  amalgama- 
tion of  the  Act  into  some  of  the  other  foreign  assistance  legislation, 
that  some  of  that  connection  might  be  lost. 

entp:uprise  funds 

Mr.  Hamilton.  OK.  On  the  enterprise  funds,  let  me  just  have 
your  general,  overall  assessment  of  these  enterprise  funds. 

Are  they  working  well? 

Mr.  Ralph  Johnson.  Mr.  Chairman,  we  think  they  are  working 
very  well.  But  they  also  are  not  a  panacea.  I  would  say,  for  exam- 
ple, the  Polish  fund,  the  largest  of  the  funds  that  we  have  created, 
has  made  a  remarkable  contribution.  It  has  brought  in  an  addi- 
tional $100  million  in  outside  money,  $50  million  from  the  EBRD 
and  $50  million  from  other  financial  sources,  a  contribution  which 
we  think  is  very  important. 

It  has  managed  to  develop,  as  have  some  of  the  other  funds, 
microlending  programs,  which  support  small  business  development. 

On  the  other  hand,  I  would  have  to  point  in  fairness  to  the  case 
of  Bulgaria,  where  we  have  a  dedicated  fund  management,  but  op- 
erating in  an  environment  that  makes  it  much  more  difficult  to 
achieve  the  kind  of  disbursement  rate  that  we  would  like  to  see. 

So  we  think  that  the  funds,  because  they  do  not  just  make  money 
available  either  as  loans  or  as  equity,  but  they  also  nurture  the  pri- 
vate sector,  are  really  unique  vehicles.  And  what  we  are  finding  is 
that  other  people  who  are  interested  in  investing,  whether  it  is  the 
international  financial  institutions  or  private  investors  who  want  to 
place  money  in  the  re^on,  increasingly  are  turning  to  the  funds  for 
guidance,  and  even  to  help  them  manage  their  investments.  At  the 
same  time,  they  can  only  operate  as  well  as  the  environment  in 
which  they  are  located  allows. 

Mr.  Hamilton.  Is  the  consultation  and  coordination  between  the 
funds,  the  managers  of  the  funds,  and  the  U.S.  Government  satis- 
factory? 

Mr.  Ralph  Johnson.  Yes,  sir.  After  difficulties  which  I  think  are 
well  known  last  summer  with  one  of  the  funds,  we  have  achieved 
a  dialogue  or  a  level  of  communication  with  the  funds  that  satisfies 
us. 

Mr.  Hamilton.  How  many  funds  are  there  now? 
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Mr.  Ralph  Johnson.  We  have  a  fund  in  Poland.  We  have  a  fund 
in  Hungary.  We  have  a  combined  fund,  Czech  and  Slovak  fund, 
which  was  originally  one;  it  has  a  common  board  but  separately  ad- 
ministered and  separately  managed  for  each  part  of  the  two  coun- 
tries. We  have  a  fund  in  Bulgaria  as  well. 

We  are  creating  a  fund  in  the  Baltic  States.  The  final  decision 
is  now  pending  on  the  board.  We  have  announced  a  fund  for  Roma- 
nia, and  one  for  Albania. 

Mr.  Hamilton.  But  they  are  not  yet  formed  yet? 

Mr.  Ralph  Johnson.  They  are  not. 

Mr.  Hamilton.  We  had  some  problems  and  had  some  controversy 
on  the  Hungary  fund  investment,  the  Eur-America  Capital  Co- 
operation. 

Has  the  fund  restructured  that  investment  so  that  it  has  met  the 
congressional  criticism? 

Mr.  Ralph  Johnson.  Yes,  sir,  they  have.  The  issue  here  were 
salaries  that  were  paid  to  two  of  the  principals  in  Eur-America. 

Mr.  Hamilton.  Yes. 

Mr.  Ralph  Johnson.  Under  our  direction  and  cooperation  with 
the  Congress,  we  put  together  some  conditions  for  renegotiating 
that  relationship  with  Eur-America.  And  that  has  been  done. 

Mr.  Hamilton.  And  you  think  that  you  have  met  the  criticisms 
substantially? 

Mr.  Ralph  Johnson.  Yes,  sir.  And  furthermore,  we  have  incor- 
porated changes  which  came  out  of  that  experience  into  a  grant 
agreement,  which  we  are  on  the  advanced  stages  of  concluding  with 
aM  of  the  funds. 

Mr.  Hamilton.  Now  is  it  going  to  be  necessary  to  have  further 
Federal  funds  beyond  the  initial  capitalization  that  was  required, 
or  are  you  thinking  about  additional  capitalization? 

Mr.  Ralph  Johnson.  We  have  had  interest  expressed  on  the  part 
of  two  of  the  funds,  the  Hungarian  fund  and  the  Czech  and  Slovak 
funds  for  additional  capitalization.  My  response  to  them  has  been 
that  we  have  made  no  final  decision.  At  a  time  of  tight  resources, 
it  is  difficult  for  us  to  contemplate  additional  capitalization  for  the 
funds  when  faced  with  other  demands  on  our  resources. 

So  we  have  not  made  a  final  decision.  But  we  have  in  essence 
encouraged  the  funds  to  look  to  additional  private  sources  of  cap- 
ital. 

BILATERAL  SCIENCP:  AND  TECHNOLOGY  PROGRAMS 

Mr.  Hamilton.  I  have  a  letter  that  I  received  from  the  Ambas- 
sadors of  the  Czech  Republic,  Hungary,  Poland,  and  Slovakia  with 
respect  to  the  administration's  decision  to  terminate  in  fiscal  year 
1995  the  bilateral  science  and  technology  program.  That  is  a  line 
item  in  the  1994  State  Department  budget.  And  I  think  that  it  is 
$4,275  million. 

[The  letter  dated  March  14,  1994  appears  in  the  appendix.] 
[The  response  was  subsequently  supplied  for  the  hearing  record 
and  follows:] 

Five-year  Science  and  Technology  (S&T)  agreements  were  established  between  the 
United  States  and  the  Viscgrad  states  in  1989  through  1993.  These  programs  were 
funded  by  the  USG  at  a  combined  rate  of  about  $4  million  per  year,  with  matching 
funds  coming  from  the  Viscgrad  states. 


37 

Under  the  programs,  the  United  States  and  the  host  governments  shared  costs 
for  research  projects  on  issues  of  mutual  interest,  including  research  on  the  environ- 
ment, energy,  health,  engineering,  natural  resources,  and  agriculture.  Many  of  the 
results  coming  in  from  the  projects  are  excellent. 

Although  resource  constraints  resulted  in  elimination  of  these  programs  as  a  sepa- 
rate line  item  from  the  fiscal  year  1995  State  Department  budget,  we  still  plan  to 
fund  S&T  programs.  For  fiscal  year  1995,  we  will  draw  on  the  SEED  budget  for  that 
purpose  and  are  working  to  assure  S&T  programs  support  SEED  objectives,  i.e.,  are 
consistent  with  the  transitional  nature  of  SEED  assistance  and  promote  political 
and  economic  reform  in  these  nations,  while  helping  strengthen  their  scientific  and 
technological  base. 

Are  you  planning  to  terminate  that,  do  you  know? 

Mr.  Ralph  Johnson.  I  would  say,  Mr.  Chairman,  that  there  is 
a  rather  active  discussion  going  on  within  the  State  Department 
now.  The  S&T  agreements,  which  are  longstanding  agreements, 
have  been  funded  not  out  of  the  SEED  program  but  elsewhere.  We 
are  now  actively  discussing  whether  in  light  of  the  fact  that  the 
original  source  of  funding  has  disappeared,  that  some  or  all  of  that 
amount  would  be  funded  from  the  SEED  program. 

Mr.  Hamilton.  Where  did  the  original  money  come  from? 

Mr.  Ralph  Johnson.  It  came,  as  I  understand  it,  sir,  directly 
from  the  State  Department  budget.  It  was  not  a  part  of  SEED. 
These  agreements  typically  preexisted  SEED. 

Mr.  Hamilton.  Are  you  aware  of  the  request  of  these  several 
Ambassadors  and  their  interest  in  this? 

Mr.  Ralph  Johnson.  I  am  generally  aware  of  their  interest.  I 
have  not  seen  this  particular  correspondence. 

Mr.  Hamilton.  Maybe  we  will  just  make  a  copy  of  that  cor- 
respondence available  to  you  for  your  consideration. 

visa  for  GERRY  ADAMS 

Mr.  Oxman,  I  wanted  to  ask  you  an  Irish  question,  if  I  may.  The 
administration  made  an  exception  and  let  Gerry  Adams  come  into 
the  country.  Not  much  seems  to  have  come  of  that  visit. 

Was  it  a  mistake  to  let  him  in? 

Mr.  Oxman.  Mr.  Chairman,  I  think  that  we  made  that  decision 
because  we  felt  that  it  would  help  advance  the  cause  of  peace.  And 
I  think  that  I  would  not  characterize  it  in  retrospect,  other  than 
to  say  that  we  were  trying  to  do  what  we  thought  was  right  to  ad- 
vance the  cause  of  peace. 

Mr.  Hamilton.  Do  you  think  it  helped  much? 

Mr.  Oxman.  Well,  earlier,  when  you  were  out,  I  was  answering 
a  question  from  Congressman  McCloskey,  in  which  I  indicated  that 
when  we  authorized  that  one-time  visa  waiver,  and  hoped  that  it 
would  advance  the  cause  of  peace,  we  stressed  the  importance  of 
deeds  and  not  words.  And  regrettably,  Gerry  Adams  has  not  re- 
nounced violence  nor  accepted  the  Downing  Street  declaration. 

Mr.  Hamilton.  So  this  was  kind  of  a  gamble  that  you  took,  and 
it  did  not  turn  out,  is  that  the  way  that  you  would  assess  it? 

Mr.  Oxman.  Well,  again,  I  think  the  jury  is  still  out  on  where 
this  peace  process  is  going.  Obviously,  the  events  at  Heathrow  Air- 
port are  very  sobering  and  upsetting.  And  Mr.  Adams'  defense  of 
these  mortar  attacks  is  in  the  form  of  a  justification  for  continued 
violence  to  achieve  political  ends.  And  neither  he  nor  anyone  else 
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in  Sinn  Fein  or  the  Provisional  IRA  has  renounced  violence,  which 
is  what  we  think  is  so  important. 

We  are  going  to  continue,  as  I  mentioned  earlier,  to  express  our 
support  for  the  Downing  Street  declaration  and  the  efforts  of  Prime 
Minister  Major  and  Prime  Minister  Reynolds,  who  will  be  here  to- 
morrow in  fact,  in  their  efforts  to  achieve  peace  there. 

ASSISTANCE  TO  GREECE  AND  TURKEY 

Mr.  Hamilton.  Let  me  turn  to  the  Greek  and  Turkish  situation 
for  just  a  minute.  We  have  talked  for  quite  awhile  about  a  relation- 
ship with  Greece  and  Turkey  where  those  countries  would  be 
weaned  away  from  assistance,  kind  of  on  the  Spanish  and  now  the 
Portuguese  model. 

Is  that  still  a  U.S.  objective? 

Mr.  Oxman.  I  think  that  it  is  a  trend  line  you  have  seen,  if  you 
look  at  the  last  few  years.  There  has  been  a  trending  down  both 
on  the  grant  assistance  and  on  the  loan  assistance.  I  would  not  say 
that  there  is  a  specific  objective  to  wean  them  from  assistance  by 
a  specific  date.  I  think  that  realistically  speaking  given  our  budget 
constraints  and  the  changed  geopolitical  situation  that  it  would  not 
surprise  me  if  this  trend  line  would  continue. 

Mr.  Hamilton.  Do  you  have  a  time  line  for  moving  to  a  non-aid 
relationship  with  either  of  those  two  countries? 

Mr.  Oxman.  Not  that  I  am  aware  of,  Mr.  Chairman. 

Mr.  Hamilton.  So  at  least  for  the  next  couple  or  three  years,  you 
would  expect  that  aid  level  to  continue? 

Mr.  Oxman.  I  would  expect  it  to  continue  perhaps  with  the  down- 
ward trending,  but  I  would  expect  it  to  continue  in  some  substan- 
tial form. 

CASCADING  program 

Mr.  Hamilton.  Now  I  want  to  get  the  status  of  the  cascading 
program  in  mind,  Mr.  Johnson.  When  we  had  a  hearing  last  year, 
you  submitted  a  chart  that  itemized  the  status  of  that  program  for 
Greece,  and  Turkey,  and  Spain,  and  Norway.  That  laid  out  a  sched- 
ule of  transfers  to  these  countries,  which  was  to  be  completed  I 
think  by  the  end  of  1993. 

What  is  the  status  of  the  program? 

Mr.  Darel  Johnson.  The  transfers  have  been  completed,  Mr. 
Chairman. 

Mr.  Hamilton.  All  of  the  planned  equipment  transfers  have  been 
completed,  and  none  of  them  remain  to  be  completed,  is  that  cor- 
rect? 

Mr.  Darel  Johnson.  That  is  correct. 

Mr.  Hamilton.  And  are  you  going  to  have  any  additional  trans- 
fers? 

Mr.  Darel  Johnson.  Not  to  my  knowledge.  We  are  finished  with 
that  particular  program. 

EXCESS  defense  ARTICLES 

Mr.  Hamilton.  OK.  On  the  excess  defense  articles,  which  seems 
to  be  a  growing  aspect  of  our  aid.  The  Congress  really  does  not 
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know  a  lot  about  it,  and  I  have  a  sense  that  we  do  not  have  much 
control  over  it,  especially  with  respect  to  Greece  and  Turkey. 

Can  you  give  us  the  total  EDA  transfers  to  Greece  and  Turkey 
pursuant  to  section  516  last  year? 

Mr.  Darel  Johnson.  Mr.  Chairman,  during  fiscal  1993  and 
1994,  we  authorized  the  services  to  provide  a  little  over  $53  million 
of  excess  defense  articles.  That  is  measured  in  current  value  to 
Greece.  And  $121.6  million  to  Turkey. 

Mr.  Hamilton.  Now  wait  a  minute,  $53  million  to  Greece? 

Mr.  Darel  Johnson.  $53  million  to  Greece. 

Mr.  Hamilton.  $106  million  to  Turkey? 

Mr.  Darel  Johnson.  $121.6  million. 

Mr.  Hamilton.  $121.6  million. 

Mr.  Darel  Johnson.  But  I  have  to  highlight 

Mr.  Hamilton.  This  is  what  you  offered. 

Did  they  take  that  amount? 

Mr.  Darel  Johnson.  No,  and  that  is  the  key.  Because  included 
in  the  Turkish  numbers  is  $51  million  of  A-lO's,  which  we  offered, 
and  they  chose  not  to  accept.  And  we  do  not  have  the  deliveries 
complete  yet.  So  we  are  not  certain  exactly  how  much  the  accept- 
ance ratios  are  going  to  be. 

Mr.  Hamilton.  Are  you  going  to  give  us  that  information  when 
it  is  available? 

Mr.  Darel  Johnson.  When  it  is  available,  we  will  provide  it  to 
you. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

The  Defense  Security  Assistance  Agency  (DSAA)  data  base  required  to  satisfy  the 
request  for  actual  deliveries  of  excess  defense  articles  is  projected  to  be  on  line  by 
1  July  1994.  At  that  time  we  will  supply  the  delivery  data  for  both  Greece  and  Tur- 
key. After  1  July  1994  DSAA  will  supply  you  with  quarterly  reports  on  completed 
deliveries. 

Mr.  Hamilton.  When  will  it  be  available? 

Mr.  Darel  Johnson.  DSAA,  our  Defense  Security  Assistance 
Agency,  is  currently  gathering  the  information,  and  installing  a 
database,  so  that  we  will  be  able  to  provide  that.  Unfortunately, 
they  have  just  moved  headquarters  and  are  moving  computer  sys- 
tems. So  it  will  be,  I  suspect,  late  spring  before  we  are  ready  to 
provide  the  numbers. 

Mr.  Hamilton.  Do  you  follow.the  7  to  10  ratio  here? 

Mr.  Darel  Johnson.  Yes,  we  do. 

Mr.  Hamilton.  Over  each  year  or  over  a  couple  of  years  period? 

Mr.  Darel  Johnson.  I  think  right  now  that  we  are  constrained 
by  reporting  periods.  And  the  first  reporting  period  was   1990  to 

1992.  And  now  we  are  1993  to  1996.  And  during  that  timeframe, 
in  1990  to  1992,  the  ratio  was  9.6  to  10,  9.6  for  Greece  and  10  for 
Turkey. 

Currently  from  fiscal  year  1990  to  the  present,  the  ratio  is  7.6 
to  10  based  on  offers.  And  if  you  drop  the  A-lO's  from  the  ratios, 
which  we  cannot  do  because  by  law  it  is  by  offer,  in  fiscal  year 

1993,  the  current  ratio  would  be  7.6  to  10.  And  in  fiscal  year  1990 
to  the  present,  the  number  would  be  9.1  to  10.  So  I  think  we  have 
erred  on  the  side  of  Greece. 
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USE  OF  MILITARY  P:QUIPMENT  IN  SOUTHEAST  TURKEY 

Mr.  Hamilton.  Now  any  of  this  equipment  that  goes  to  Turkey, 
is  that  used  in  this  military  campaign  in  the  southeastern  part  of 
the  country? 

Mr.  Darel  Johnson.  Mr.  Chairman,  I  cannot  be  specific.  I  sus- 
pect that  some  of  it  does. 

Mr.  Hamilton.  Do  we  place  any  conditions  on  the  use  of  that 
equipment? 

Mr.  Darel  Johnson.  We  do  not. 

Mr.  Hamilton.  We  just  hand  it  over  to  them. 

So  they  could  take  that  equipment  and  turn  around  and  use  it 
against  the  Kurds  in  southeastern  Turkey? 

Mr.  DareIv  Johnson.  That  is  a  true  statement,  Mr.  Chairman. 

Mr.  Oxman.  Mr.  Chairman,  if  I  could  just  comment  on  that.  As 
far  as  we  can  ascertain,  the  only  lethal  U.S.  supplied  sophisticated 
equipment  currently  in  use  in  the  southeast  of  Turkey  is  the  Cobra 
helicopter.  The  Turks  have  also  received  other  nonsophisticated 
weapons,  such  as  howitzers,  tank  parts,  et  cetera. 

The  six  Cobras  transferred  in  1992  have  been  used  in  operations 
against  alleged  PKK  mountain  camps.  We  are  not  aware  of  any  use 
of  these  helicopters  against  unarmed  civilians.  I  just  wanted  to 
clarify  that  point. 

Mr.  Hamilton.  Should  we  not  just  say  to  Turkey  that  none  of 
this  equipment  is  to  be  used  for  that  purpose  period? 

Mr.  Oxman.  The  Turks  are  using  some  of  this  equipment  to  com- 
bat the  PKK  terrorist  threat,  and  we  have  indicated  our  support 
for  their  effort  to  combat  this  terrorist  threat.  We  have  also  indi- 
cated the  very  great  importance  of  pursuing  a  nonmilitary  solution 
in  that  region  as  well.  From  their  point  of  view,  this  is  equipment 
that  they  apparently  feel  they  need  to  combat  this  terrorist  insur- 
gency. 

Mr.  Hamilton.  I  want  to  have  you  supply  for  the  record  once 
again  all  of  the  spigots  of  aid  for  both  Greece  and  Turkey,  if  you 
would.  You  do  not  need  to  try  to  give  that  to  me  now,  but  just  sup- 
ply it  for  the  record. 

[The  information  appears  in  the  appendix  attached  to  a  letter 
dated  April  12,  1994  from  the  Department  of  State.] 

Mr.  Hamilton.  Mr.  McCloskey. 

Mr.  McCloskey.  Thank  you  very  much,  Mr.  Chairman. 

RELATIONSHIP  BETWEEN  GREECE  AND  SERBIA 

As  Mr.  Oxman  knows,  I  have  probably  a  semantically  too  pro- 
longed question  on  the  table,  which  I  think  basically  boils  down  to 
the  prospects  for  a  regional  policy  and  implementation  as  to  the  en- 
tire region,  particularly  the  suffering  of  Kosovo,  the  dire  plight  that 
very  well  is  the  case  of  Albania. 

And  then  if  you  could  comment  on  the  present  relationship  be- 
tween Greece  and  Serbia.  Particularly  is  Greece  violating  sanc- 
tions? And  I  understand  that  you  are  very  up  on  prospects  as  to 
the  discussions  between  Greece  and  FYROM.  So  if  you  could  han- 
dle some  of  that  for  me,  Mr.  Secretary,  I  would  appreciate  it. 

And  I  thank  you  for  your  generosity  today,  Mr.  Chairman. 
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Mr.  OxMAN.  Thank  you,  Congressman.  Very  quickly,  we  have  no 
evidence  that  Greece  is  violating  the  sanctions  regime  on  Serbia, 
no  evidence  that  I  am  aware  of.  Secondly,  with  respect  to  the  situa- 
tion concerning  Kosovo,  which  as  you  correctly  stated  in  your  open- 
ing question  earlier,  is  part  of  a  larger  picture.  And  we  are  address- 
ing various  pieces  of  a  larger  picture. 

I  would  just  preface  my  remarks  by  saying  that  since  early  Feb- 
ruary when  the  United  States  got  very  much  more  involved  on  the 
diplomatic  side  and  reinvigorated  the  diplomatic  track,  and  was 
also  in  a  leadership  position  in  NATO  on  issuing  the  ultimatum, 
I  think  things  have  been  very  different  with  respect  to  the  Bosnian 
piece  of  this  very  difficult  picture. 

And  we  have  seen  some  encouraging  progress,  some  of  which  will 
be  reflected  Friday  morning  at  the  White  House,  where  we  will 
have  a  signing  of  the  constitution  that  the  Bosnian  Muslims  and 
the  Bosnian  Croats  have  been  able  to  agree  on  with  the  assistance 
of  the  diplomatic  effort  that  the  United  States  has  had  such  a  key 
role  in. 

SITUATION  IN  KOSOVO 

Now  with  respect  to  the  Kosovo  piece  of  the  picture,  that  is  a 
very  serious  situation.  I  think  the  situation  in  Kosovo  is  not  getting 
any  better.  There  is  a  form  of  slow  ethnic  cleansing  which  you 
could  say  is  taking  place  there.  The  United  States  has  made  very 
clear,  as  did  the  Bush  administration,  that  if  the  Serbs  inspire  con- 
flict or  violence  in  Kosovo,  the  United  States  will  respond. 

Mr.  McCloskey.  Steve,  this  has  come  up  before,  but  how  would 
we  respond  given  that  situation?  It  is  not  likely  to  be  an  out  and 
out  military  onslaught.  As  you  know,  legally  at  least,  it  is  a  part 
of  Serbia.  I  am  very  concerned  that  we  do  respond.  I  am  not  dis- 
couraging you. 

But  could  you  elaborate  on  that? 

Mr.  OxMAN.  I  just  as  soon  not  elaborate  on  that  in  an  open  ses- 
sion. Congressman.  Perhaps  we  could  talk  about  it  otherwise.  But 
our  resolve  has  been  made  very  clear  on  that  point. 

And  part  of  your  question  earlier  was  whether  we  would — I  think 
you  asked  whether  we  would  consider  putting  in  U.N.  peacekeeping 
troops  into  Kosovo  or  additional  troops  into  Macedonia. 

Mr.  McCloskey.  Actually,  it  was  Albania.  I  think  that  we  are 
doing  great  in  Macedonia. 

Mr.  OxMAN.  All  right.  But  you  did  ask  about  Kosovo. 

Mr.  McCloskey.  Absolutely,  yes. 

Mr.  OxMAN.  I  would  just  say  on  that  point  that  since  Kosovo  is 
a  part  of  Serbia,  this  would  require  the  consent  of  Serbia,  if  it  were 
to  be  done  on  that  basis.  Serbia  has  not  even  consented  to  let 
CSCE  monitors  remain  in  Kosovo,  which  we  feel  is  an  extremely 
negative  factor,  because  the  CSCE  monitors  had  a  very  positive  sal- 
utary effect  in  Kosovo.  We  would  hope  that  Serbia  would  readmit 
them,  or  let  in  perhaps  U.N.  monitors  of  some  kind.  But  the  issue 
of  putting  in  U.N.  peacekeeping  troops  there  has  not  really  been 
one  that  can  be  given  urgent  consideration  for  this  reason  that  I 
described. 

Mr.  McCloskey.  I  understand  that  we  can  talk  about  this  in 
closed  session.  But  if  you  rule  out  peacekeepers,  and  obviously  ev- 
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eryone  in  Serbia,  Serbian  or  not,  is  suffering.  Or  most  of  them,  not 
everyone,  but  most  of  them  are  suffering  from  sanctions.  It  leaves 
me  very  perplexed  as  to  what  our  leverage  or  intentions  could  be 
as  to  Kosovo. 

Mr.  OXMAN.  All  I  am  telling  you  is  that  it  is  a  perplexing  situa- 
tion. We  are  not  at  the  present  time  involved  as  actively  on  that 
front  as  we  are  on  the  Bosnian  front.  And  I  think  that  the  consen- 
sus of  the  international  community  is  let  us  see  if  we  can  stop  the 
killing  in  Bosnia.  And  then  we  need  to  address  these  other  issues, 
Kosovo  and  the  Krajinas.  It  is  important  to  note  that  we  do  have 
the  sanctions  regime  in  effect  on  Serbia. 

So  these  are  issues  that  have  to  be  addressed.  Right  now,  the 
most  urgent  is  the  Bosnia  situation  where  it  does  seem  that  some 
considerable  progress  is  being  made,  and  we  hope  that  there  is 
some  more. 

Mr.  McCloskey.  Just  a  word  on  Albania  then. 

Mr.  OxMAN.  Pardon  me. 

Mr.  McCloskey.  A  word  on  Albania. 

ALBANIA 

Mr.  OxMAN.  With  respect  to  Albania,  there  has  not  been  any  con- 
sideration that  I  am  aware  of  of  putting  in  U.N.  forces  into  Alba- 
nia. And  no  strong  need  has  been  expressed  that  I  am  aware  of  for 
that. 

As  you  know,  we  have  agreed  to  put  in  additional  U.S.  forces  into 
Macedonia,  which  would  oring  us  to  about  500  there.  And  that 
might  put  us  at  about  half  or  a  little  more  than  half  of  the  total 
UNPROFOR  deployment  in  Macedonia.  And  we  would  anticipate 
and  hope  that  there  would  be  a  U.S.  commander  of  the  overall 
UNPROFOR  unit  in  Macedonia. 

Our  presence  there  has  been  positive.  It  has  been  welcomed  by 
all  of  the  governments  in  the  region.  And  I  think  by  putting  addi- 
tional troops  there  that  we  free  up  some  of  the  Nordic  troops  that 
could  then  help  on  the  ground  in  Bosnia. 

Mr.  McCloskey.  Do  we  have  plans  for  increased  military  co- 
operation with  Albania,  particularly  with  Mr.  Johnson  of  the  Pen- 
tagon here? 

Mr.  Darel  Johnson.  Yes,  we  have  a  very  active  military  rela- 
tionship with  Albania.  We  began  by  signing  a  defense  MOU  last 
October,  the  first  with  any  East  European  countrv.  We  conducted 
a  bilateral  working  group  in  January.  Interestingly  enough,  Alba- 
nia was  one  of  the  first  East  European  countries  that  supported  the 
Partnership  for  Peace,  which  we  took  as  a  very  good  sign  of  their 
interest. 

And  we  are  currently  considering  and  staffing  a  proposal  to  allow 
them  to  become  eligible  for  nonlethal  excess  defense  articles  in 
which  they  are  interested  in  two  and  a  half  ton  trucks  and  things 
of  that  nature. 

Mr.  McCloskey.  Thank  you,  Mr.  Chairman. 

SITUATION  OF  KURDS  IN  TURKEY 

Mr.  Hamilton.  Mr.  Secretary,  we  asked  you  back  in  February 
whether  the  Turkish  Government  was  pursuing  political  and  social 
solutions  to  the  Kurdish  problem.  And  your  response  was,  and  I  am 
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quoting,  "We  think  that  they  are  taking  certain  measures  in  that 
direction,  but  more  can  and  should  be  done." 

Then  I  asked  the  Department  to  respond  to  a  written  statement 
on  that.  And  the  Department  responded,  "The  Turkish  Govern- 
ment's efforts  to  address  pohtical  and  social  problems  in  the  South- 
east has  largely  stalled  with  the  upsurge  in  violence  by  the  terror- 
ist Kurdistan  Workers  Party  over  the  last  2  years." 

Now  my  question  again  is  do  you  think  that  the  Turkish  Govern- 
ment is  now  taking  steps  toward  political  and  social  solutions  to 
the  Kurdish  problem,  or  are  they  not? 

Mr.  OXMAN.  I  think  that  they  need  to  do  much  more  in  that  re- 
gard, Mr.  Chairman.  I  was  in  Ankara  last  week,  as  I  mentioned. 

Mr.  Hamilton.  Your  sense  is  that  they  are  proceeding  too  heav- 
ily on  the  military  side  alone,  is  that  right? 

Mr.  OxMAN.  That  is  my  sense,  yes. 

Mr.  Hamilton.  And  we  make  that  very  clear  to  them. 

In  your  trip,  did  you  make  that  clear  to  them? 

Mr.  OxMAN.  I  made  it  extremely  clear  on  several  occasions.  And 
I  would  like  to  just  tell  you,  if  I  could,  Mr.  Chairman,  how  we  ex- 
pressed that  point  of  view. 

Mr.  Hamilton.  Yes. 

Mr.  OxMAN.  The  fact  is  that  Turkey  is  a  very  valued  ally  of  the 
United  States  of  America,  and  we  want  to  see  a  strong  Turkey.  We 
made  that  clear.  And  we  made  clear  that  we  support  Turkey  in  its 
fight  against  PKK  terrorism,  as  I  mentioned  a  moment  ago. 

But  we  also  believe  that  a  lasting  solution  to  the  problems  in  the 
Southeast  cannot  be  achieved  through  purely  military  means.  We 
believe  that  nonmilitary  civil  and  social  solutions  must  be  pursued 
at  the  same  time,  consistent  with  Turkey's  territorial  integrity,  con- 
sistent with  Turkey's  constitution,  and  consistent  with  Turkey's 
tradition  as  a  multiparty  pluralistic  democracy. 

We  do  not  advocate  anv  particular  civil  or  political  solutions,  or 
any  particular  means  to  tnese  solutions. 

Mr.  Hamilton.  We  have  had  reports  that  the  Turkish  Govern- 
ment is  going  to  tamper  with  the  election  process  in  southeast  Tur- 
key. 

Mr.  OxMAN.  I  have  seen  the  reports.  We  have  no  confirmation  of 
those  reports. 

Mr.  Hamilton.  Did  you  talk  to  them  about  that? 

Mr.  Oxman.  No.  I  saw  those  reports  when  I  got  back.  But  I  would 
also  note  that  PKK  has  threatened  to  kill  anyone  who  participates 
in  the  elections  in  southeast  Turkey.  So  there  is  that  aspect  of  the 
situation  as  well. 

Mr.  Hamilton.  We  do  not  send  assistance  to  them  though? 

Mr.  Oxman.  No. 

Mr.  Hamilton.  Are  you  concerned  that  the  military  is  getting  an 
upper  hand  in  influence  in  Turkey  today  just  generally? 

Mr.  Oxman.  No,  I  could  not  say  that,  Mr.  Chairman.  I  do  not  see 
that  trend.  I  met  with  the  military  when  I  was  there.  The  military 
has  a  very  severe  problem  in  combating  the  PKK  insurgency.  They 
do  seem  to  be  putting  their,  I  would  say,  almost  exclusive  weight 
both  in  the  military  and  the  government  on  the  military  solution. 
And  for  the  reasons  that  I  just  mentioned,  we  think  that  there  real- 
ly needs  to  also  be  an  emphasis  on  a  nonmilitary  approach. 
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Mr.  Hamilton.  And  what  about  the  status  of  those  eight  Kurdish 
parhamentarians  whose  immunity  was  hfted,  what  is  the  status  of 
that  now? 

Mr.  OXMAN.  I  beheve  the  status  is  that  six  of  them  are  in  custody 
in  a  government  guest  house  awaiting  the  fiHng  of  formal  charges. 
The  other  two  are  I  beheve  out  on  the  equivalent  of  bail. 

Mr.  Hamilton.  What  does  all  of  this  tell  you  about  the  status  of 
Turkish  democracy? 

Mr.  OxMAN.  Well,  this  particular  development  is  another  one 
that  I  had  a  good  many  talks  about  in  Turkey.  And  I  think  it  is 
a  very  troubling  development  in  the  sense  that  it  appears  to  the 
world  that  some  or  all  of  these  people  are  being  penalized  for  their 
expression  of  particular  views,  advocacy  of  particular  views. 

We  will  not  know  the  full  facts  until  formal  charges  are  filed.  But 
the  fact  that  their  immunity  was  lifted  and  they  were  arrested  on 
a  charge  that  theoretically  carries  the  death  penalty  or  the  poten- 
tial of  the  death  penalty  is  something  which  is  of  obvious  concern. 

I  think  also,  Mr.  Chairman,  as  I  said  in  my  discussions  in  Tur- 
key, that  it  could  send  the  message  to  people  who  want  to  partici- 
pate in  the  political  process  in  a  peaceful  way,  that  their  own  alter- 
native is  to  affiliate  with  the  PKK  or  to  support  the  PKK. 

Mr.  Hamilton.  What  is  it  that  these  parliamentarians  said  any- 
way? 

Mr.  Oxman.  I  do  not  have  the  full  facts  on  that.  But  I  think  that 
it  was  comments  with  respect  to  separatism.  And  one  of  Turkey's 
very  big  concerns  with  respect  to  this  insurgency  is 

Mr.  Hamilton.  Do  I  understand  that  if  you  speak  out  for  sepa- 
ratism in  Turkey  today,  that  you  can  be  executed? 

Mr.  Oxman.  I  do  not  know  the  facts  on  that,  Mr.  Chairman, 
whether  those,  are  the  only  charges  or  not.  I  think  that  we  have 
to  see  what  the  formal  charges  are. 

Mr.  Hamilton.  Has  all  of  this  had  some  impact  on  Operation 
Provide  Comfort  there;  and  if  so,  what  has  been  the  impact? 

Mr.  Oxman.  This  has,  not  to  my  knowledge,  had  an  impact  on 
Provide  Comfort.  I  was  in  Turkey  in  connection  with  Provide  Com- 
fort. And  there  is  a  strong  unanimity  of  view  among  the  involved 
governments — Turkey,  Britain,  France,  and  the  United  States — 
that  Provide  Comfort  needs  to  be  maintained  and  is  being  main- 
tained. 

Mr.  Hamilton.  I  am  going  to  ask  a  few  questions  quickly,  be- 
cause we  have  had  you  here  a  long  time,  and  I  have  to  leave  myself 
in  a  few  minutes. 

DECA  NEGOTIATIONS 

What  is  the  status  of  the  DECA  negotiation  with  Turkey? 

Mr.  Darel  Johnson.  The  discussions  on  the  changes  and  the  up- 
dating of  the  DECA  are  still  under  way. 

Mr.  Hamilton.  When  do  you  expect  to  have  an  agreement? 

Mr.  Darel  Johnson.  Mr.  Chairman,  I  expect  that  by  this  sum- 
mer that  we  will  have  an  agreement  on  this. 

Mr.  Hamilton.  You  will  have  an  agreement. 

What  is  the  major  sticking  point? 

Mr.  Darel  Johnson.  I  guess  that  it  is  fair  to  say  that  there  are 
several    small    sticking  points.    Operational    use   of  the   facilities. 
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whether  or  not  we  can  use  the  training  ranges,  and  how  we  can 
use  them,  and  what  hoops  we  have  to  jump  through  to  use  them. 

Mr.  Hamilton.  What  is  their  main  goal  in  the  renegotiation, 
what  is  their  main  target? 

Mr.  Darel  Johnson.  I  think  that  you  can  probably  say  that  it 
is  an  attempt  to  lay  out  our  relationship  in  a  clear  fashion.  By  that 
I  mean  that  we  originally  built  DECA,  and  we  used  security  assist- 
ance as  our  leverage.  That  leverage  is  declining,  and  I  think  that 
the  Turkish  Government  wants  to  portray  the  relationship  in  a  dif- 
ferent fashion  in  today's  world. 

DIPLOMATIC  RELATIONS  WITH  MACEDONIA 

Mr.  Hamilton.  Where  are  we,  Mr.  Secretary,  on  establishing  full 
diplomatic  relations  with  Macedonia? 

Mr.  OXMAN.  That  matter  is  still  pending,  Mr.  Chairman. 

Mr.  Hamilton.  Are  we  going  to  condition  the  diplomatic  relations 
on  concessions  by  Skopje  to  Greece's  demands  about  the  flag  and 
the  constitution? 

Mr.  Oxman.  I  would  simply  say  that  that  matter  is  pending.  And 
while  it  is  pending,  we  are  also  trying  to  see  what  we  can  do  to 
be  helpful  as  between  Greece  and  the  former  Yugoslav  Republic  of 
Macedonia  on  these  issues,  which  are  of  great  concern  to  Greece, 
and  which  are  holding  up  a  normalization  of  relations  there,  which 
could  lead  to  greater  stability  in  the  region. 

Mr.  Hamilton.  Are  Athens  and  Skopje  now  close  to  getting 
agreement  on  some  of  the  confidence  building  measures  that  would 
permit  the  reopening  of  the  border  and  other  steps? 

Mr.  Oxman.  They  are  both  in  discussions  with  Mr.  Vance,  who 
is  operating  as  the  U.N.'s  negotiator  in  this  connection.  We  are 
seeking  to  be  supportive  of  that  effort  by  Mr.  Vance. 

Mr.  Hamilton.  Does  that  include  the  permanent  name? 

Mr.  Oxman.  That  is  one  of  the  issues.  The  name  issue  is  one  of 
the  most  contentious  issues.  And  that  is  another  one  that  is  still 
pending  discussion. 

Mr.  Hamilton.  Is  there  some  kind  of  a  timeframe  for  us  here? 

Mr.  Oxman.  There  is  no  set  timeframe. 

Mr.  Hamilton.  We  have  recognized  them,  but  we  have  not  estab- 
lished full  diplomatic  relations,  is  that  right? 

Mr.  Oxman.  We  have  recognized  them.  That  is  correct,  Mr. 
Chairman. 

Mr.  Hamilton.  And  we  will  not  establish  full  diplomatic  rela- 
tions until  these  several  matters  are  resolved? 

Mr.  Oxman.  I  would  simply  say  that  that  matter  is  pending  for 
now.  In  the  meantime,  we  are  seeking  to  help  resolve  these  other 
matters. 

Mr.  Hamilton.  What  must  we  expect?  Is  this  going  to  go  on  for 
awhile,  do  you  think? 

Mr.  Oxman.  I  certainly  hope  not.  I  think  that  time  is  important 
here.  The  closing  of  that  border  has  a  very  serious  effect  in  Mac- 
edonia, and  in  turn  on  regional  stability.  We  want  to  support  re- 
gional stability  there.  And  so  we  are  working  hard  to  try  to  be 
helpful  to  the  parties,  and  to  support  Mr.  Vance's  effort  to  seek  a 
negotiated  solution  as  soon  as  possible  on  this  matter. 
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Mr.  Hamilton.  Are  you  appointing  a  special  coordinator  for  Mac- 
edonia? 

Mr.  OXMAN.  The  President  has  indicated  that  the  U.S.  Govern- 
ment will  deploy  a  special  envoy  to  be  helpful  in  this  situation;  yes, 
Mr.  Chairman. 

Mr.  Hamilton.  Who  will  that  be? 

Mr.  OxMAN.  The  name  has  not  been  determined  yet,  Mr.  Chair- 
man. 

Mr.  Hamilton.  The  name  has  been  floated  about,  of  course,  is 
that  correct? 

Mr.  Oxman.  That  could  be. 

Mr.  Hamilton.  Well,  I  have  got  a  lot  more  questions,  but  I  do 
not  have  a  lot  more  time.  So  we  have  got  to  quit.  We  have  had  you 
here  a  long  time.  We  thank  you  very  much  for  your  cooperation. 
We  will  submit  some  questions  to  you. 

[Questions  submitted  for  the  record  and  responses  thereto  appear 
in  the  appendix.] 

Mr.  Oxman.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Hamilton.  We  stand  adjourned. 

[Whereupon,  at  12:38  p.m.,  the  subcommittee  was  adjourned.] 
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House  of  Representatives, 
Committee  on  Foreign  Affairs, 
Subcommittee  on  Europe  and  the  Middle  East, 

Washington,  D.C. 

The  committee  met,  pursuant  to  call,  at  9:43  a.m.,  in  room  2172, 
Rayburn  House  Office  Building,  Hon.  Lee  H.  Hamilton  (chairman 
of  the  subcommittee)  presiding. 

Chairman  Hamilton.  The  meeting  of  the  subcommittee  will 
come  to  order.  The  Subcommittee  on  Europe  and  the  Middle  East 
meets  today  in  open  session  to  discuss  the  fiscal  year  1995  foreign 
assistance  request  for  Russia  and  the  New  Independent  States  of 
the  former  Soviet  Union.  This  is  the  second  in  a  series  of  hearings 
the  subcommittee  will  hold  on  U.S.  assistance  programs  in  the  re- 
gion under  its  jurisdiction. 

The  administration's  requests  for  programs  in  the  New  Inde- 
pendent States  of  the  former  Soviet  Union  for  fiscal  year  1995  is 
$900  million.  This  program,  of  course,  is  of  special  interest  to  Mem- 
bers of  Congress.  The  stakes  for  the  United  States  and  the  West 
in  the  successful  transformation  of  the  former  Soviet  Union  are  tre- 
mendous. There  is  considerable  debate  about  how  much  we  are 
able  to  achieve  with  our  programs  in  the  NIS  in  light  of  the  mag- 
nitude of  the  problems  and  the  obstacles  that  reformers  face  in 
most  of  these  countries. 

We  will  proceed  with  the  Honorable  James  Collins.  He  is  the 
Senior  Coordinator  in  the  Office  of  the  Ambassador-at-Large  for  the 
New  Independent  States,  Department  of  State;  the  Honorable  Tom 
Simons,  Coordinator  of  U.S.  Assistance  to  the  New  Independent 
States  in  the  Department  of  State;  the  Honorable  Tom  Dine,  As- 
sistant Administrator  for  Europe  and  the  New  Independent  States, 
Agency  for  International  Development;  and  the  Honorable  Gloria 
Duffy,  Special  Coordinator,  Cooperative  Threat  Reduction  and  Dep- 
uty Assistant  Secretary  for  Nuclear  Security  and 
Counterproliferation,  Department  of  Defense. 

Those  are  some  titles  you  folks  have,  I  will  say  that.  Gentlemen, 
Dr.  Duffy,  we  welcome  you  before  the  subcommittee.  Your  prepared 
statements  will  be  entered  in  the  record  in  full.  Please  summarize 
your  statements  briefly.  We  want  to  get  to  questions  promptly.  Do 
either  of  my  colleagues  have  any  comments  here? 

Congressman  Gerald  Solomon  wanted  to  testify  this  morning,  but 
he  had  a  scheduling  conflict  and  was  not  able  to  make  it.  He  has 
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asked  that  his  statement  be  entered  into  the  record  of  this  hearing. 
That  will  be  done  without  objection. 

[The  prepared  statement  of  Mr.  Solomon  appears  in  the  appen- 
dix.] 

Chairman  Hamilton.  And  now,  Ambassador  Collins,  are  you  the 
lead-off  man  here? 

Mr.  Collins.  I  believe  so,  Mr.  Chairman. 

Chairman  Hamilton.  OK  Let's  go. 

STATEMENT  OF  JAMES  F.  COLLINS,  SENIOR  COORDINATOR, 
OFFICE  OF  THE  AMBASSADOR-AT-LARGE  FOR  THE  NEW 
INDEPENDENT  STATES,  DEPARTMENT  OF  STATE 

Mr.  Collins.  Mr.  Chairman,  members  of  the  subcommittee,  I  am 
very  pleased  to  appear  before  you  to  discuss  the  administration's 
implementation  of  the  Freedom  Support  Act  and  other  elements  of 
our  policy  toward  the  Newly  Independent  States.  My  task  today,  I 
believe,  is  to  offer  you  a  clear  picture  of  our  goals  with  respect  to 
Russia  and  the  Newly  Independent  States,  and  to  indicate  how  the 
assistance  our  taxpayers  provide  helps  achieve  those  goals. 

In  the  Newly  Independent  States,  we  seek  to  support  the  devel- 
opment of  democratic  political  systems,  to  assist  in  the  transition 
to  market-oriented  economies,  and  to  achieve  substantial  reduc- 
tions in  the  former  Soviet  nuclear  arsenal.  We  seek  these  objectives 
in  the  belief  that  the  reduction  of  nuclear  arsenals  will  improve  the 
security  of  the  United  States  and  all  of  Europe,  and  that  the  trans- 
formation of  the  societies  of  the  Newly  Independent  States  will 
make  possible  their  integration  as  fully  independent,  responsible, 
democratic  states  into  the  world's  security,  political  and  economic 
structures. 

We  are  convinced  that  the  success  of  reform  and  reformers  in  the 
former  Soviet  Union  is  vital  to  American  interests. 

First,  we  have  an  immediate  interest  in  seeing  that  Russia's  still 
massive  nuclear  arsenal  is  reduced  and  remains  under  the  control 
of  leaders  who  have  made  a  fundamental  break  with  the  Soviet 
past. 

Second,  we  encourage  economic  reform,  because  if  Russia  and  the 
NIS  are  to  prosper  in  the  global  economy,  they  must  decentralize 
their  economies  by  privatizing  state  industries  and  stabilizing  their 
macroeconomic  situation.  Further,  bringing  Russia  and  the  NIS 
into  the  global  trading  system  will  also  create  a  new  market  for 
U.S.  products,  more  U.S.  jobs,  and  the  benefits  of  shared  techno- 
logical cooperation.  And  finally,  strengthening  the  economies  of  the 
NIS  and  their  links  to  the  West  will  undercut  nationalistic  forces 
that  exploit  economic  insecurity  to  promote  an  expansionist  and  au- 
thoritarian agenda. 

Third,  we  support  democratization  of  the  political  process.  Be- 
cause only  through  an  open  political  system  of  democratic  govern- 
ance, will  we  see  the  emergence  of  stable  governments  respectful 
of  the  rights  of  their  citizens  and  the  security  of  their  neighbors. 

Mr.  Chairman,  the  last  several  months  have  been,  in  some  re- 
spects, difficult.  Reform  has  come  under  political  attack  in  Russia, 
and  there  has  been  a  great  deal  of  uncertainty  about  the  pace  and 
direction  of  reform.  However,  there  has  also  been  some  good  news. 
The  recent  agreement  between   Russia  and  the  IMF  is  evidence 
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that  the  top  leadership  in  Russia  remains  committed  to  stabilizing 
the  economy  in  the  face  of  significant  political  challenges.  That,  we 
believe,  is  good  news  for  Russia's  economic  and  political  future. 

On  March  14,  Secretary  Christopher  and  Foreign  Minister 
Kozyrev  met  in  Vladivostok.  They  had  a  candid  assessment  of  the 
U.S. -Russian  partnership.  Foreign  Minister  Kozyrev  underscored 
Russia's  strong  interest  in  the  preservation  and  development  of 
U.S. -Russian  cooperation.  But  he  did  state,  as  well,  that  his  gov- 
ernment seeks  a  balance  between  the  need  to  assert  what  the  Rus- 
sian Government  perceives  as  Russia's  own  interests  and  the  need 
for  Russia's  integration  with  the  West. 

Secretary  Christopher,  for  his  part,  made  clear  that  there  will  be 
times  when  our  interests  and,  therefore,  our  policies  are  at  odds. 
When  we  can,  we  will  work  together.  When  there  are  differences, 
we  will  find  ways  of  minimizing  the  damage,  both  in  the  issues  at 
hand  and  to  the  relationship  as  a  whole. 

I  would  also  like,  Mr.  Chairman,  to  say  a  word  about  perhaps  the 
perspective  we  should  hold  our  programs  in  today.  First  of  all,  the 
United  States,  it  seems  to  me,  must  be  in  this  process  for  the  long 
haul.  If  we  go  back  and  recall  President  Clinton's  first  summit 
meeting  with  President  Yeltsin  just  a  year  ago,  it  took  place  in  an 
environment  when  many  believed  Russia's  reformers  were  heading 
for  defeat.  Russia's  people  believed  differently.  They  endorsed  re- 
form in  last  spring's  referendum,  and  then  pressed  their  govern- 
ment to  move  ahead.  Today,  Russia  has  an  elected  President,  a  le- 
gitimately elected  parliament,  and  a  new  constitution  that  provides 
genuine  guarantees  of  human  and  civil  rights. 

A  year  ago,  we  also  faced  the  daunting  prospect  of  new  nuclear 
weapon  states  in  the  former  U.S.S.R.  Today,  Belarus  and 
Kazakhstan  have  acceded  to  the  Nonproliferation  Treaty,  and 
Ukraine  has  ratified  the  START  I  Treaty  and  the  Lisbon  Protocol, 
which  obligates  it  to  accede  to  the  Nonproliferation  Treaty  in  the 
shortest  possible  time.  Furthermore,  thousands  of  nuclear  weapons 
from  the  former  Soviet  nuclear  arsenal  are  now  destined  for  safe 
and  secure  dismantlement,  and  those  remaining  are  no  longer  tar- 
geted at  the  United  States. 

We  have  also  developed  close  cooperation  in  other  critical  areas 
of  the  world  with  Russia.  In  Bosnia,  we  are  jointly  pressing  the 
Serbs  to  join  a  larger  settlement  that  will  bring  a  cease-fire  and 
allow  the  process  of  rebuilding  to  begin.  The  United  States  and 
Russia  are  working  together  to  help  negotiate  a  general  cease-fire 
between  the  Krajina  Serbs  and  the  Croatian  Government,  and  I 
can  tell  you  that  Ambassador  Redman  and  Deputy  Foreign  Min- 
ister Churkin  are  almost  in  daily  contact. 

These  things  said,  Mr.  Chairman,  I  do  not  intend  to  give  you  the 
impression  or  to  suggest  that  developments  across  the  Newly  Inde- 
pendent States  or  Russia  are  anything  like  uniformly  positive.  On 
the  contrary,  1993  provided  us  with  events  that  were  deeply  sober- 
ing. Communists,  nationalists,  and  their  allies  in  the  new  Russian 
Parliament  are  challenging  the  pace  and,  in  some  cases,  the  very 
direction  of  reform.  The  economic  situation  in  Ukraine  and  several 
other  Newly  Independent  States  is  extremely  troubling.  It  will  not 
improve  overnight.  Ethnic  conflicts  on  Russia's  periphery  threaten 
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the    sovereignty   and   the   existence   of  some   Newly   Independent 
States,  and  invite  intervention  by  outsiders  or  neighbors. 

But  Mr.  Chairman,  we  cannot  allow  these  troubles  and  sobering 
facts  to  distract  us  from  our  fundamental  goals.  On  the  contrary, 
it  is  precisely  because  reform  is  challenged  that  we  believe  we  must 
persevere,  and  be  patient  and  steady  in  our  support. 

Mr.  Chairman,  our  assistance  strategy  in  support  of  our  goals  is 
guided  by  President  Clinton's  determination  to  forge  a  strategic  al- 
liance with  reformers  throughout  the  NIS  as  they  seek  stability 
and  prosperity  by  moving  their  new  nations  toward  market  democ- 
racy. We  intend  to  direct  a  large  portion  of  our  assistance  to  those 
countries  which  demonstrated  the  political  will  to  introduce  dif- 
ficult democratic  and  market  reforms. 

The  purpose  of  our  assistance  is  to  help  talented  and  potentially 
rich  people  in  potentially  rich  countries  to  build  the  basic  infra- 
structure of  civil,  prosperous,  democratic  societies.  But  we  realize 
they  must  do  so  essentially  from  scratch. 

We  seek  to  use  the  means  that  we  believe  give  us  comparative 
advantage.  We  have  designed  our  assistance  program  to  draw  on 
America's  strengths.  Most  of  our  assistance  fits  into  one  of  four  cat- 
egories. We  have  the  technical  expertise  to  assist  the  Newly  Inde- 
pendent States  in  the  dismantlement  and  the  safe  destruction  of 
nuclear  weapons.  Our  Peace  Corps,  AID,  USIA,  Department  of  Ag- 
riculture training  and  exchange  programs  transfer  experience  and 
build  personal  relationships  among  Americans  and  the  people  of 
the  NIS.  We  have  200  years  of  experience  with  democracy.  We 
know  something  about  stock  markets,  antimonopoly  regulation, 
monetary  policy,  nongovernmental  organizations,  labor  unions,  and 
so  forth.  Not  all  of  what  works  here  will  work  there,  but  we  can 
share  with  them  the  benefit  of  our  experience  and  give  them  the 
opportunity  to  draw  from  it.  Finally,  we  can  provide  investment 
capital  in  support  of  entrepreneurship  and  private  initiative — the 
life  blood  of  any  free  economy. 

Our  assistance  strategy,  then,  is  to  provide  support  to  reformers 
as  they  struggle  to  make  the  transition  in  three  areas:  to  a  new  se- 
curity regime  with  much  lower  levels  of  dangerous  arms;  a  transi- 
tion to  democratic,  accountable  government;  and  a  transition  to 
market  economies  in  which  individuals,  not  the  state,  decide  what 
to  make,  buy  and  sell. 

If  I  may,  I  would  like  to  cite  a  few  examples  and  then  turn  to 
my  colleagues. 

Chairman  Hamilton.  Mr.  Collins,  I  am  getting  a  little  worried 
about  time. 

Mr.  Collins.  All  right. 

Chairman  Hamilton.  Are  we  going  to  get  this  kind  of  statement 
from  each  of  the  witnesses  or  will  they  be  briefer? 

Mr.  Simons.  Very  brief 

Chairman  Hamilton.  They  will  be  brief  OK  We  will  give  you 
some  extra  time  if  they  will  be  brief.  That  is  the  deal,  all  right? 

Mr.  Collins.  The  assistance  we  provide  in  support  of  the  new  se- 
curity structures  has  focused  on  the  elimination  of  nuclear  weap- 
ons. My  colleague.  Dr.  Duffy,  will  have  a  few  words  to  say  about 
that  program  and  can  give  you  some  details. 
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The  assistance  program  that  we  use  in  support  of  democratic 
governments  basically  works  with  nongovernmental  organizations, 
people-to-people  exchanges  and  training  programs.  Last  year,  some 
6,000  people  from  the  NIS  came  to  train  and  study  in  the  United 
States.  That  number  will  increase  substantially  this  year  and  next. 

The  American  Bar  Association  grant  has  also  played  a  role  on 
the  spot,  helping  to  draft  six  constitutions  for  former  Soviet  Repub- 
lics, including  Russia. 

As  we  work  to  support  the  transition  to  market  economies,  we 
have  focused  on  privatization.  Some  70,000  small  businesses  have 
been  privatized.  Two-thirds  of  the  shops  in  Russia  and  restaurants 
are  now  private.  Some  40  percent  of  Russia's  industrial  workers 
now  work  in  private  companies,  and  there  are  some  40  million  Rus- 
sians who  now  own  shares  in  private  enterprises.  Our  enterprise 
funds  will  also  seek  to  bolster  the  creation  and  success  of  private 
entrepreneurship. 

Finally,  Mr.  Chairman,  our  humanitarian  efforts  have  sought  to 
do  what  we  can  to  ease  the  early  period  of  transition  when  lots  of 
populations  which  are  at  risk  need  the  assistance  of  food,  medicine 
and  other  kinds  of  humanitarian  aid  that  can  get  them  through  a 
difficult  period. 

Let  me  simply  close,  Mr.  Chairman,  by  saying  that  I  would  be 
less  attentive  if  I  said  everything  that  has  been  done  in  these  pro- 
grams since  the  first  freedom  support  funding  was  a  success.  We 
have  had  some  problems.  Some  of  those  we  can  discuss  with  you. 
When  we  have  been  able  to,  we  have  identified  those  early  and  we 
have  changed  whatever  the  project  or  program  was.  We  have  been 
mindful  of  the  need  for  careful  control  over  funding.  But  we  believe 
we  have  had  programs  that  respond  to  the  needs  of  the  reformers, 
and  at  the  same  time,  do  so  prudently  and  with  due  regard  for  the 
security  and  accountability  of  the  funds  that  the  taxpayers  provide. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Ambassador  Collins  appears  in  the 
appendix.] 

Chairman  Hamilton.  Thank  you,  Mr.  Collins.  Ambassador  Si- 
mons. 

STATEMENT  OF  THOMAS  W.  SIMONS,  JR.,  COORDINATOR,  U.S. 
ASSISTANCE  TO  THE  NEW  INDEPENDENT  STATES 

Mr.  Simons.  Mr.  Chairman,  it  is  a  pleasure  for  me  also  to  appear 
before  you.  I  will  be  very  brief. 

Mr.  Collins  has  described  the  goals  of  the  program.  I  have  a  role 
in  managing  its  implementation  and  refining  its  goals  as  we  pro- 
ceed. We  had  a  strategy  in  place,  which  was  issued  January  13, 
and  included  in  the  report  which  I  submitted  to  the  Congress.  They 
are  in  accordance  with  the  provisions  of  the  Freedom  Support  Act 
on  January  31. 

It  is  coherent.  It  sets  out  practical  ways,  with  your  support  and 
the  resources  which  Congress  has  provided,  to  foresee  these  goals. 
The  program  is  part  of  a  larger  policy,  which  Mr.  Collins  has  de- 
scribed. It  is  a  long-haul  policy.  It  is  a  short-term  program. 

We  do  not  consider  these  countries  to  be  less  developed  or  under- 
developed countries  in  a  traditional  sense.  They  are  rich  in  human 
and  physical  resources  and  infrastructure.  The  task  at  hand  is  to 
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help  them  to  really  help  themselves  toward  the  new  objectives 
which  they  have  set:  democracy,  the  market,  a  partnership  role, 
and  a  better,  more  open  international  community. 

We  are  providing  resources  to  help  them  to  either  replace  them, 
substitute  programs,  or  do  it  all  ourselves.  This  program  is  a  pro- 
gram essentially  for  this  decade;  that  is,  if  they  are  not  capable  of 
reorienting  themselves  toward  these  new  goals,  it  will  not  be  for 
lack  of  outside  resources  or  domestic  resources.  It  will  be  for  lack 
of  political  will  and  the  capacity  to  affect  the  reorientation. 

The  program  falls  in  three  natural  phases.  The  first  phase  is  hu- 
manitarian. Up  to  now,  most  of  what  we  have  done  is  humani- 
tarian. Five-sixths  is  grant  assistance  to  the  area  as  a  whole.  Rus- 
sia, in  particular,  has  been  mostly  humanitarian  assistance. 

We  are  now  moving  into  a  phase  of  technical  assistance.  A  great 
bulk  of  1994  funding  will  go  to  technical  assistance,  the  provision 
of  American  expertise  and  know-how  to  help  people,  reformers  in 
the  12  countries,  and  to  affect  this  reorientation.  And  our  objective 
is  to  move  out  of  the  assistance  phase  as  soon  as  possible,  into  a 
phase  where  private  sector  trade  and  investment  constitute  the 
great  and  natural  bulk  of  our  economic  relations. 

Every  country  receives  a  normal  productive  bilateral  relation- 
ship, political  dialogue,  trade  and  investment,  exchange  rates,  and 
a  small  assistance  component.  But  as  Ambassador  Collins  has 
pointed  out,  because  the  President  has  directed  us  to  seek  a  strate- 
gic alliance  with  reform  and  with  reformers,  the  bulk  of  our  tech- 
nical assistance  will  go  to  those  countries  which  have  demonstrated 
in  practice  their  commitment  to  determine  their  democratic  and 
market  reform.  That  has  been  the  pattern  in  the  past  and  will  be 
the  pattern  in  the  future. 

Mr.  Chairman,  I  believe  that  this  program  is  working.  I  believe 
it  is  effective.  We  have  effective  mechanisms  to  implement  it.  It  is 
showing  results  in  all  four  of  the  areas:  the  transitions  to  a  new 
security  regime,  the  transition  to  democracy,  the  transition  to  a 
market  economy,  and  using  the  social  pain  of  initial  transition.  It 
is  because  of  this  program  that  Russia  has  had  the  results  on  pri- 
vatization, which  Mr.  Collins  has  described. 

It  is  because  of  the  example  of  this  program  that  Kazakhstan 
wishes  to  privatize  8,000  small  and  medium  enterprises  this  year. 
The  Ukraine  wishes  to  privatize  30,000  small  and  medium  enter- 
prises this  year.  It  is  because  of  this  program  that  more  than  a  mil- 
lion-and-a-half children  in  Central  Asia,  Georgia  and  Moldova  have 
received  a  shot  for  diphtheria,  hepatitis,  shots  that  they  would  not 
otherwise  have  access  to.  It  is  because  of  this  program  that  180,000 
families  and  countrymen  in  Armenia  have  received  kerosine  and 
kerosine  units  to  carry  them  over  this  winter.  It  is  because  of  this 
program  that  460  houses — I  have  the  pictures;  they  are  available — 
are  going  up  for  demobilized  Russian  officers  and  their  families 
being  returned  from  the  Balkans  and  some  other  places.  They  will 
be  up,  on  schedule,  this  summer. 

Ambassador  Collins  mentioned  that  6,000  people  have  come  to 
this  country  after  70  years  of  provincial  isolation  to  learn,  to  know 
America,  to  get  the  benefit  of  American  experience  and  American 
skills;  and  we  envision  bringing  over  the  next  2  years  20,000  to 
30,000  more. 
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Mr.  Chairman,  I  would  remind  you  that  this  is  not  a  Marshall 
plan,  but  those  are  Marshall  plan  figures.  Under  the  Marshall 
plan,  26,000  Europeans  came  to  the  United  States  to  change  their 
lives,  to  gain  skills,  and  to  try  to  pace  the  European  recovery. 
Those  are  the  results  of  the  program  which  is  out  there,  it  is  work- 
ing, it  shows  promise.  There  are  difficulties;  we  are  correcting 
them.  And  I  am  optimistic  about  the  future.  Thank  you. 

[The  prepared  statement  of  Mr.  Simons  appears  in  the  appendix.] 

Chairman  Hamilton.  We  have  a  rule  in  the  House  of  Represent- 
atives. We  call  it  the  5-minute  rule,  and  we  strictly  enforce  it.  So 
I  am  going  to  start  enforcing  it  here,  I  believe.  Now,  Mr.  Dine  and 
Dr.  Duffy,  that  makes  it  tough  on  you.  But  we  have  to  get  to  ques- 
tions here  pretty  quickly. 

Mr.  Dine.  Mr.  Chairman,  I  would  like  to  abide  by  the  1-minute 
rule. 

Chairman  Hamilton.  We  will  make  you  Speaker  of  the  House, 
Mr.  Dine.  [Laughter.] 

STATEMENT  OF  THOMAS  A.  DINE,  ASSISTANT  ADMINISTRATOR 
FOR  EUROPE  AND  THE  NEW  INDEPENDENT  STATES,  U.S. 
AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Mr.  Dine.  Mr.  Chairman.  First,  the  reform  process  in  the  NIS  is 
alive  and  vigorous.  Second,  we  are  genuinely  helping  to  make  a  dif- 
ference. Ana  third,  in  fiscal  year  1995,  the  $900  million  request  by 
the  Clinton  administration,  if  implemented  consistently  and  tech- 
nically, which  is  now  my  charge,  will  benefit  the  American  people 
and  serve  the  national  interests. 

Transformation  in  the  New  Independent  States  is  not  an  easy 
task.  We  all  know  that.  As  you  said  in  your  opening  statement  it 
is  a  problem.  We  are  witnessing  a  wholesale  turnover  of  laws,  insti- 
tutions, practices,  attitudes  and  expectations.  Sometimes  the  news 
is  disheartening,  but  I  believe  the  news  also  shows  accomplish- 
ments. 

On  that  score,  I  would  like  to  quote  to  you  from  the  Economist 
of  March  12,  which  reported,  "The  privatization  program  is  so  pop- 
ular that  even  the  Communist  Party  dares  not  challenge  the  need 
for  it,  merely  the  way  in  which  it  is  done."  The  article  continues, 
"Russian  privatization  looks  all  but  unstoppable." 

I  submit,  sir,  that  that  is  our  goal  and  we  are  going  to  carry  it 
out. 

Thank  you. 

[The  prepared  statement  of  Mr.  Dine  appears  in  the  appendix.] 

Chairman  Hamilton.  Thank  you,  Mr.  Dine.  The  Chair  does  not 
mean  to  denigrate  your  statements.  They  are  very  good  and  they 
are,  of  course,  made  part  of  the  record.  But  I  am  anxious,  as  you 
know,  to  get  to  the  questions. 

Dr.  Duffy. 

STATEMENT  OF  DR.  GLORIA  C.  DUFFY,  DEPUTY  ASSISTANT 
SECRETARY  OF  DEFENSE,  DEPUTY  HEAD,  NEGOTIATIONS 
ON  SAFE  AND  SECURE  DISMANTLEMENT 

Dr.  DUFF'Y.  Mr.  Chairman,  may  I  have  Mr.  Dine's  extra  4  min- 
utes? 

Chairman  Hamilton.  Ah 
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Dr.  Duffy.  It  is  just  a  joke. 

Chairman  Hamilton.  Now,  you  have  taken  away  the  speaker- 
ship of  Mr.  Dine.  [Laughter.] 

Dr.  Duffy.  Mr.  Chairman,  members  of  the  subcommittee,  thank 
you  so  much  for  giving  me  the  opportunity  to  be  here  today  to  re- 
port on  our  progress  with  the  Cooperative  Threat  Reduction  Pro- 
gram (CTRP). 

I  just  returned  last  night  from  accompanying  Dr.  Perry  on  his 
trip  through  the  former  Soviet  Union.  What  we  observed  from  the 
events,  the  places  we  visited  on  that  trip  were  exciting.  And  they 
stand  in  contrast  to  what  is  still  to  some  degree  a  perception 
among  the  public  and  the  press  that  the  Cooperative  Threat  Reduc- 
tion or  the  Nunn-Lugar  program  is  an  effort  that  has  not  quite  got- 
ten off  the  ground. 

As  you  know,  the  Nunn-Lugar  or  Cooperative  Threat  Reduction 
program  is  the  element  of  our  assistance  programs  that  is  based 
most  upon  our  own  immediate  security  interests.  But  that  percep- 
tion exists  that  the  program  has  not  progressed  and  tells  us  that 
we  have  not  done  an  adequate  job  of  communicating  to  you  and 
others  how  the  program  has  changed  and  how  it  has  developed 
over  the  past  year. 

For  the  first  2  years  that  the  program  was  funded,  only  a  few 
projects  moved  forward,  mainly  those  that  addressed  the  safe  and 
secure  transport  and  storage  of  nuclear  weapons  in  the  former  So- 
viet Union.  While  these  are  important  programs,  they  were  the 
limit  of  what  the  four  eligible  Republics — Ukraine,  Belarus, 
Kazakhstan  and  Russia — would  agree  upon  at  the  time. 

Over  the  past  year,  by  contrast,  the  administration  undertook  a 
very  concerted  effort  to  move  beyond  that  initial  limited  stage,  to 
assist  the  Republics  in  the  actual  deactivation,  dismantlement  and 
elimination  of  nuclear  weapons,  of  their  launchers  and  delivery  ve- 
hicles, which  are,  in  fact,  the  core  objectives  of  this  program. 

And  I  am  happy  to  report  that  we  have  succeeded,  through  long 
and  sometimes  very  difficult  negotiations,  with  the  Republic  gov- 
ernments. They  were  involved  in  their  own  complex  processes  do- 
mestically of  aeciding  what  to  do  with  the  weapons  of  mass  de- 
struction that  were  left  on  their  territory.  Over  the  past  year,  we 
have  completed  30  new  agreements  with  the  Republics,  including 
those  for  nuclear  dismantlement,  which  are  the  core  of  the  pro- 
gram. This  has  involved,  I  have  to  say,  a  truly  commendable,  coop- 
erative effort  between  the  Defense  Department,  the  State  Depart- 
ment, the  White  House  and,  of  course,  we  could  not  have  done  it 
without  congressional  support. 

Our  offer  of  assistance  with  deactivation,  dismantlement  and  de- 
struction has  been  a  key  factor  in  persuading  Kazakhstan,  Ukraine 
and  Belarus  to  commit  themselves  to  become  nonnuclear.  It  also 
underlies  our  success  in  getting  Russia's  commitment  to  embark, 
for  instance,  on  a  process  for  planning  the  destruction  of  their  en- 
tire chemical  arsenal. 

As  a  result  of  these  breakthroughs,  deactivation  and  dismantle- 
ment of  nuclear  systems  is  occurring  in  each  of  the  four  Republics 
which  receive  our  assistance.  I  know  you  have  had  questions  about 
exactly  what  is  happening  in  this  respect.  I  can  elaborate  on  the 
magnitude  of  these  reductions  later  on,  if  you  would  like.  These  ac- 
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tivities  are  occurring  both  as  a  result  of  our  diplomacy,  as  it  has 
been  supported  by  the  offers  of  CTR  assistance,  and  they  are  also 
materially  assisted  by  the  goods  and  services  that  we  have  pro- 
vided with  Cooperative  Threat  Reduction  funds. 

As  I  mentioned,  everywhere  Dr.  Perry  traveled  on  his  recent 
visit,  events  related  to  this  program  were  occurring.  I  know  you 
have  read  about  a  number  of  them  in  the  press.  During  his  visit, 
Ukraine  took  delivery  of  six  security  vehicles  provided  by  the  pro- 
gram to  be  used  in  a  convoy  to  safely  escort  the  deactivated  nuclear 
warheads  being  removed  from  SS-19s  and  SS-24s.  Dr.  Perry  also, 
as  you  know,  visited  the  Pervomaysk  missile  base  itself.  He  de- 
scended into  a  command  bunker  at  the  base  and  personally  ob- 
served activities  associated  with  the  deactivation  of  the  missiles, 
including  a  deactivated  ICBM  with  its  warheads  removed. 

In  Moscow  last  week,  the  International  Science  and  Technology 
Center  held  its  first  board  meeting,  where  $7  million  in  CTR  funds 
were  committed  for  research  grants  to  FSU  nuclear,  chemical  and 
biological  weapons  scientists  who  are  turning  their  skills  and 
knowledge  to  civilian  research. 

In  Belarus,  Secretary  Perry  announced  the  award  of  the  first 
three  defense  conversion  contracts  funded  by  the  Cooperative 
Threat  Reduction  program.  In  Kazakhstan,  a  U.S.-Kazakhstani  De- 
fense Conversion  Commission  met  to  examine  methods  of  convert- 
ing Kazakhstan's  defense  industry  to  produce  goods  for  the  civilian 
economy. 

So  that  is  just  a  brief  rundown  of  Cooperative  Threat  Reduction- 
funded  programs  and  events  that  were  occurring  just  during  the 
last  week  of  Dr.  Perry's  visit.  There  is  a  perception  that  the  CTR 
program  has  existed  for  3  years.  In  reality,  the  United  States  was 
only  able  to  gain  agreement  from  the  Republics  to  fully  pursue  nu- 
clear dismantlement  activities  over  the  past  few  months. 

As  a  result  of  the  time  required  to  negotiate  these  agreements 
with  the  Republics,  the  program  does  have  a  backlog  of  funds  that 
have  not  yet  been  obligated.  Virtually  all  of  this  backlog  is  now 
committed  in  agreements  with  the  Republics,  and  the  rate  at  which 
the  Department  of  Defense  is  expending  funds  on  implementing 
projects  is  rising  rapidly.  The  rate  of  obligating  funds  has  quad- 
rupled since  last  June,  and  we  expect  to  obligate  at  an  increasingly 
rapid  rate  toward  the  end  of  this  year. 

1993  was  the  year  of  negotiations;  1994  is  the  year  of  implemen- 
tation for  the  Cooperative  Threat  Reduction  program.  We  have 
achieved  some  remarkable  successes  through  the  program  in  this 
last  year.  The  value  of  aborting  the  emergence  of  two  or  three  new 
nuclear  powers  is  almost  incalculable  for  our  national  security, 
both  in  terms  of  weapons  that  would  threaten  us  and  possible  spill- 
over in  a  world  of  other  possible  proliferants. 

The  CTR  program  is  a  tremendous  value  for  our  national  secu- 
rity dollar.  We  have  not  met  all  of  its  objectives  as  of  yet.  We  have 
some  important  challenges  ahead  in  1995:  continuing  a  process  of 
denuclearization  in  Ukraine,  Belarus  and  Kazakhstan;  helping 
Russia  to  accelerate  their  rate  of  dismantlement  of  nuclear  sys- 
tems; obtaining  greater  transparency  in  the  dismantlement  and 
storage  of  nuclear  warheads  in  Russia;  developing  export  controls 
and  fissionable  material  controls  in  all  four  Republics;  and  assist- 
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ing  Russia  to  actually  begin  dismantlement  of  chemical  weapons. 
We  need  continued  funding  for  the  program  to  pursue  these  new 
objectives  and  to  prevent  backsliding  on  the  commitments  the  Re- 
publics have  already  made.  And  we  are  very  hopeful  that  Congress 
will  continue  to  support  us  in  this  effort. 

Thank  you  very  much. 

[The  prepared  statement  of  Dr.  Duffy  appears  in  the  appendix.] 

Chairman  Hamilton.  Thank  you  very  much.  Thank  each  of  you. 
We  will  begin  questions  with  Mr.  Lantos.  Mr.  Lantos. 

Mr.  Lantos.  Thank  you  very  much,  Mr.  Chairman.  Let  me  state 
at  the  outset  that  I  could  not  think  of  a  better  team  than  the  one 
that  is  sitting  before  us.  They  have  a  distinguished  record,  each 
one  individually,  they  fully  understand  the  complexity  and  the  im- 
portance of  the  issue.  And  whatever  political  comments  I  will  make 
is  not  related  to  anyone  in  particular,  nor  at  the  team  in  general, 
but  at  a  series  of  fundamental  problems  that  I  see  emerging  in  our 
relations  with  Russia. 

CODEL  GEPHARDT 

As  you  know,  a  week  from  Monday,  a  small  group  of  us  begin  our 
second  annual  visit  with  the  former  Soviet  Union,  led  by  Majority 
Leader  Gephardt  and  Republican  leader  Michel.  And  I  cannot  help 
but  reflect  that  we  are  going  to  these  countries  under  far  less  fa- 
vorable circumstances  than  we  did  even  a  year  ago. 

Clearly,  there  has  been  a  very  dramatic  deterioration  in  the  situ- 
ation in  Russia  and  some  of  the  main  components  of  the  former  So- 
viet Union,  like  Ukraine.  And  I  cannot  help  but  reflect  on  the  irony 
that  less  than  3  hours  from  now  in  this  same  committee  room,  we 
will  be  dealing  with  the  subject  of  China  and  the  renewal  of  Most- 
Favored-Nation  treatment  for  China.  And  there  is  great  consensus 
in  the  economic  developments  that  have  taken  place  in  China  over 
recent  weeks.  But  a  great  concern  on  the  part  of  some  of  us,  cer- 
tainly not  all  of  us,  that  this  has  been  achieved  at  the  expense  of 
abominable  human  rights  abuses  and,  of  course,  the  period  to  de- 
velop democracy. 

One  would  really  want  to  have  a  philosophical  discussion  with 
this  theme,  as  to  the  desirability  of  adopting  the  Chinese  model  as 
a  reflection  of  economic  development  or  the  Russian  model  as  polit- 
ical democracy  and  freedoms,  and  the  tradeoffs  that  clearly  I  see. 
But  I  feel,  at  this  point,  that  temptation. 

U.S.  PERCEPTION  OF  AID  TO  RUSSIA 

I  would  like  to  take  this  on  two  issues.  The  first  one  is  the  enor- 
mously different  perception  in  the  United  States  and  in  Russia 
with  respect  to  our  aid  program.  The  perception  in  the  United 
States,  in  the  country  at  large,  and  in  the  Congress  is  that  we  are 
expending  vast  amounts  of  money  in  Russia  and  the  other  Repub- 
lics, and  as  we  do  this,  conditions  deteriorate.  If  I  did  not  operate 
under  time  constraint,  I  would  be  able  to  spell  out  to  any  one  of 
you,  all  of  the  horrendous  indices  of  deterioration. 

Just  mention  the  Ukraine,  let  me  share  with  you  Zbig 
Brzezin ski's  very  negative  view  of  developments  in  the  Ukraine.  In 
a    recent    article,    he    talks    about    the    possible    reintegration    of 
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Ukraine  into  Russia,  the  escalating  tensions  in  the  Crimea,  the  free 
fall  of  the  economy  of  the  Ukraine. 

In  Russia,  the  perception  is  that  this  vast  promised  aid  has  not 
been  forthcoming,  either  from  us  or  from  international  lending  in- 
stitutions. And  there  is  really  doubt  in  my  mind  that  the  newly  ac- 
cepted Russian  foreign  policy,  which  is  so  apparent  from  the  Mid- 
dle East  to  Serbia,  is  partly  the  result  of  Soviet — or  Russian  dis- 
enchantment in  terms  of  their  expectations  of  what  we  will  do. 

I  would  like  to  ask  any  or  all  of  you  to  attempt  to  reconcile  these 
three  dramatically  different  perceptions.  And  to  make  your  job  a 
little  more  difficult,  let  me  remind  you  of  the  Wall  Street  Journal 
story  a  little  while  ago,  which  brings  out  that  whatever  money  was 
spent,  to  a  very  large  extent,  was  spent  on  American  consulting 
firms  which  have  provided  in  some  places  benefits  of  very  dubious 
value  to  the  Russian  economy. 

Ambassador  Collins,  would  you  like  to  begin? 

Mr.  Collins.  Yes.  Let  me  make  some  general  comments  and 
then  I  think  I  would  like  Dr.  Duffy,  Mr.  Dine  and  Ambassador  Si- 
mons also  to  comment. 

First,  I  think  I  would  agree  with  you  on  one  basic  point.  There 
has  been  a  difference  in  perception  for  expectations  about  assist- 
ance. The  Russian  side,  as  I  knew  well  from  earliest  moments  fol- 
lowing the  unsuccessful  coup  in  1991,  looked  to  the  West,  a  West 
that  had  been  in  some  sense  the  model  for  those  who  took  author- 
ity in  1991,  and  who  expected  the  West  somehow  to  not  only  vali- 
date what  they  were  about,  but  to  provide  the  kind  of  underpinning 
and  support  that  would,  in  a  sense,  bring  transition  from  what  was 
certainly  one  of  the  most  effectively  repressive  regimes  known  in 
the  history  of  mankind,  to  something  approximating  a  true  Euro- 
pean democracy  or  as  something  that  we  would  certainly  recognize 
by  that  name. 

There  was  an  effort,  perfectly  understandably  I  think,  and  in 
human  terms,  all  the  more  understandable  just  because  of  its  logic. 
But  there  must  be  a  way  to  make  that  transition  without  great 
pain,  and  without  great  cost,  and  without  great  dislocation.  And 
the  place  to  look  for  the  assistance  to  do  that,  with  the  expectation 
it  could  be  accomplished,  was  to  the  West,  and  in  particular,  to  our 
Nation. 

Now,  I  would  have  to  submit  that  from  the  outset,  that  this  was 
a  totally  unrealistic  expectation,  but  it,  nevertheless,  was  there. 

Mr.  Lantos.  But  we  never  disabused  them  of  that  expectation, 
did  we? 

Mr.  Collins.  Well,  sir,  at  least  we  who  were  involved  with  them 
and  on  a  day-to-day  basis,  tried.  But  it  was  not  in  anyone's  particu- 
lar interest,  I  suspect,  to  handle  this  abuse  at  home. 

Now  in  our  own  nation,  I  think  we  responded  in  a  way  America 
always  responds  when  it  sees  either  a  tragedy  or  a  human  oppor- 
tunity to  make  things  better  in  the  world.  We  responded  gener- 
ously, with  humanitarian  aid.  We  began  the  process  of  developing 
programs,  which  we  have  described  for  you,  which  we  felt  could 
support  what  was  in  our  view  inherently  a  Russian  process,  that 
would  be  decided  by  Russians  and  conducted  by  Russians  on  a 
transformation.  And  we  recognized  that  we  would  try  to  ease  some 
of  the  pain.  And  we  recognized  that  we  would  try  to  assist  in  mak- 
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ing  this  transition  both  a  success  and  a  more — and  an  orderly  proc- 
ess to  the  extent  we  could. 

But  I  think,  we,  too,  tended  in  times — and  I  speak  here  as  one 
watching  it  from  the  other  end  for  its  initial  year-and-a-half  or  2 
years — we  kept  it  to  exaggerate  our  own  impact.  Russia  is  a  vast 
country.  It  stretches  over  nine  time  zones.  It  is  simply  mind-bog- 
gling as  a  sort  of  geographic  entity.  And  even  with  the  best  of  in- 
tentions, our  efforts,  still  as  we  deliberately  did  across  the  expanse 
of  that  country,  could  do  no  more  than  assist — in  particular  cases, 
help  certain  projects  ease  the  transition  in  certain  specific  areas. 

Inevitably,  that  fell  short  of  the  kind  of  success  that — or  the  kind 
of  degree  of  support  that  the  Russians  expected.  But  I  would  have 
to  say  that  none  of  the  Russians  felt  it  was  not  worth  doing.  And 

1  think  we  were  welcomed  and  I  think  our  assistance  was  appre- 
ciated. So  that  would  be  number  one.  I  agree  that  there  is  a  prob- 
lem of  perception. 

With  respect  to  what  are  we  getting  for  our  money,  I  think  we 
are  getting  an  extraordinary  amount,  quite  honestly.  One  of  the 
criticisms  of  our  policy  that  I  have  seen  very  rightfully,  and  it 
comes  from  Mr.  Brzezinski  and  many  others,  is  that  we  are  too 
Yeltsin-centered — the  idea,  basically,  that  we  only  talk  to  one  man. 
But  I  would  say  to  you  that  one  of  the  greatest  things  we  have 
achieved  with  our  assistance  program  is  that  Yeltsin  has  given  us 
entre — and  I  think  Ambassador  Simons  has  a  map  which  would 
show  you — across  the  depth  of  that  great  nation,  in  a  way  that  this 
law  allows  us  to  know  local  leaders,  to  work  with  them  on  construc- 
tive projects,  to  become  effective  with  that.  Because,  I  would  say 
to  you  that  there  is  nothing  that  works  better  than  getting  to  know 
other  political  leaders,  than  having  some  project  to  get  done  for 
them.  And  that  has  worked. 

We  also  have  found  that  these  programs  have  introduced  us 
broadly  across  a  bureaucracy  which  we  knew  very  limitedly  before 
that.  Very  few  people  would  have  thought  that  we  would  have  advi- 
sors in  ministries  in  Moscow  3  years  ago.  But  what  it  has  meant 
is  that  we  know  much  more  broadly  the  people  who  make  policy, 
who  influence  the  decisions  that  are  going  to  shape  the  future  of 
Russia.  So  I  would  submit  that  one  of  the  great  advantages  we 
have  received  and  that  the  American  taxpayer  has  received  was 
precisely  the  kind  of  cooperating  and  much  greater  breadth  of  con- 
tact, of  influence,  than  we  have  ever  had  or  dreamed  of  having  just 

2  or  3  years  ago. 

Do  tnings  get  worse?  Things  change.  I  think  there  is  a  mixed  pic- 
ture about  whether  things  are  getting  worse  or  better.  I  tried  to 
suggest,  certainly,  the  forces  of  authoritarianism  are  making  a  real 
challenge  to  reform.  But  I  do  not  count  the  reformers  out.  I  think 
the  success  of  privatization  has  been  created,  if  you  will,  a  molecu- 
lar revolution  in  the  social  structure  of  Russia  and  is  probably 
unstoppable. 

I  happen  to  also  believe  that  the  challenges  that  are  being  set 
by  the  reformers  are  nonetheless  resisted  by  those  who  have  no 
vested  interest  in  new  ways  of  doing  business.  I  do  not  count  out, 
in  short,  the  reformers.  And  I  would  submit  that  even  the  most 
tough  minded  of  perhaps  Russia's  observers,  such  as  the  IMF,  seem 
to  have  concluded  that  we  are  going  to  make  some  progress  here. 
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Mr.  Simons.  I  would  add  very  little.  I  think  we  are  a  very  good 
team.  But  Jim  Collins  has  given  you  part  of  a  Moscow  perspective. 
I  think  there  may  have  been  a  little  recklessness  at  times  in  our 
explanation  of  what  we  had  in  mind  and  what  we  expected  to  ac- 
complish. But  I  think  it  is  also  fair  to  say  that  we  have  never  said 
that  this  program  is  going  to  solve  the  Russia  problem  or  solve  the 
Ukraine  problem. 

We  have  always  recognized  that  even  with  the  very  generous  re- 
sources available  in  fiscal  year  1994,  which  will  be  a  peak  year  in 
terms  of  the  program,  that  comes  to  $10  per  capita  for  all  the  12 
Newly  Independent  States.  Therefore,  we  are  obliged  to  work  out, 
in  my  view,  and  work  with  reformers.  We  cannot  substitute  for  or 
replace  them,  and,  therefore,  the  effectiveness  of  the  program  will 
have  something  to  do  with  their  determination  and  their  appear- 
ance. 

The  map  which  I  have  provided — we  also  have  one  for  Ukraine — 
shows  the  various  areas  where  we  are  active.  That  activity  is  based 
on  our  capacity  to  find  partners  there,  who  are  not  simply  at  the 
tip  of  the  lips,  as  the  French  say  but,  indeed,  ready  to  proceed  with 
these  kinds  of  reforms. 

Mr.  Lantos.  Let  me  just  say  to  you  what  both  of  you  have  said, 
I  fully  understand  that  one  needs  only  to  look  at  the  size  of  the 
former  Soviet  Union  and  the  amount  of  the  aid  that  was  provided 
to  recognize  that  it  is  a  very  marginal  amount  of  assistance  within 
250  million  people  and  an  area  that  covers  nine  time  zones. 

In  view  of  the  fact  that  economically,  we  clearly  are  making  only 
a  very  marginal  difference,  would  it  not  make  sense  to  pour  a 
greater  proportion  of  our  resources  into  a  process  of  democratiza- 
tion so  that  the  Russian  citizen,  or  Ukrainian  citizen,  or  citizen  in 
any  of  the  other  Republics  would  begin  to  grasp  conceptually  the 
value  of  labor  in  a  free  and  open  and  democratic  society?  Because, 
clearly,  $10  per  capita  per  year  will  not  make  a  dramatic  difference 
in  these  economic  conditions.  That  is  80  cents  a  month.  And  clear- 
ly, that  will  not  transform  the  day-to-day  life. 

We  have  papers  and  the  media  has  papers,  like  the  highly  visi- 
ble, dramatic  McDonald's  in  Moscow.  Well,  McDonald's  in  Moscow 
does  very  little  to  improve  the  livelihood  of  the  250  million  people 
who  live  there.  Yet,  the  purpose  has  been,  and  it  is  highly  visible, 
very  valuable,  but  a  pretty  margjnal  phenomenon.  And  I  wonder  if, 
to  some  extent,  the  success  of  the  Communists  in  the  recent  elec- 
tions has  not  been  the  result  of  failure  to  explain  or  participate  in 
the  explanation  of  the  fundamental  values  of  a  free  and  democratic 
society. 

Mr.  Simons.  Congressman,  you  correctly  point  to  the  need  to 
focus  the  program  on  those  areas  where  it  can  have  an  effect  and 
an  impact.  We  have  chosen  several,  including  democratization.  We 
have  put  very  substantial  funding  into  democratization  as  one  of 
the  seven  priorities,  and  much  of  what  we  do  in  other  areas  in 
terms  of  responsive  government,  in  developing  nongovernmental 
organizations,  for  instance  the  environment  area,  are  involved  in 
that  broadly  defined  area  of  democratization.  But  we  cannot  afford 
and  do  not  believe  that  we  can  restrict  it  to  that  one  area. 
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Therefore,  the  seven  sectors  are  the  new  security  regime — I 
mean,  this  open  security  dismantlement  and  related  purposes 
under 

Mr.  Lantos.  Which  we  strongly  support,  of  course. 

Mr.  Simons  [continuing].  Private  sector  development — privatiza- 
tion and  private  sector  development,  the  largest  single  aspect; 
trade  and  investment  because  we  believe  that  reform  will  not  be 
possible  without  the  kinds  of  stimulants  that  trade  and  investment 
can  give.  And  we  also  believe  that  over  the  long  term,  economic  re- 
lations are  going  to  be  dependent  on  the  private  sector,  rather  than 
government  assistance. 

Then  comes  democratization;  special  projects  in  the  energy  and 
environmental  sectors,  because  it  is  an  area  that  has  the  world's 
largest  energy  sector  and  the  most  polluted  environment,  and  re- 
covery, indeed,  is  not  going  to  be  possible,  so  they  are  strategically 
important  sectors. 

Humanitarian  assistance  will  continue  at  much  reduced  levels 
compared  to  the  previous  years.  This  morning,  I  described  that 
five-sixths  of  our  grant  assistance  up  to  now  has  been  humani- 
tarian. And  finally,  the  special  program  for  housing  and  retraining 
demobilized  Russian  officers.  This  adds  to  our  housing  sector  re- 
form. Now  in  these  priorities,  we  wish  to  move  from  the  spectacu- 
lar individual  project  and  pilot  program  to  things  where  it  will 
really  make  a  difference  in  terms  of  structures — modernization  of 
structures,  both  democratic  and  market.  And  at  that  point,  what 
we  have  to  offer  is  American  expertise  and  know-how,  and  that  is 
provided  by  consultants. 

Mr.  Lantos.  My  time  is  up,  and  let  me  just  say,  you  have  my 
full  support  for  the  project  as  you  are  presenting  it.  And  I  know 
you  will  have  a  battle  on  the  floor,  but  you  will  have  some  of  us 
very  strongly  in  your  corner. 

Mr.  Dine.  Mr.  Chairman,  can  I  add  a  few  things  to  this  discus- 
sion? 

Chairman  Hamilton.  Surely. 

Mr.  Dine.  Because  I  think  Congressman  Lantos  has  hit  on  a 
very,  very  important  issue,  which  is  public  support  for  what  we  are 
doing.  We  cannot  operate — no  executive  branch  can  operate — with- 
out the  support  of  the  legislative  branch,  and  obviously,  the  people 
of  this  country. 

There  are  expectation  problems;  there  is  no  doubt  about  that. 
And  I  think  we  all  agree  the  expectation  level  went  way  too  high. 
But  the  perspectives  that  some  of  our  critics  are  offering,  I  think, 
are  off  course.  You  said  in  your  opening  comments  that  there  are 
vast  amounts  of  money  being  spent.  We  all  agreed  that  we  have 
not  begun  to  approach  this  problem.  For  instance,  in  the  way  that 
you  and  I  have  discussed  earlier,  the  way  the  West  Germans  are 
dealing  with  the  East  Germans.  There  are  no  known  comparable 
ratios  here. 

We  are  dealing  with  technical  assistance,  which  this  Congress 
wants  us  to  do,  which  we  are  all  committed  to  do.  And  75  percent 
of  the  technical  assistance  programs  are  outside  of  Moscow — not  in 
the  capital  city,  but  outside  of  Moscow — and  we  all  are  concerned 
and  want  to  help  develop  regional  participation  so  that  democracy 
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comes  from  the  grassroots  up,  not  from  the  central  government 
down. 

And,  the  results  are  beginning  to  come  in,  and  all  of  us  in  our 
opening  statements  have  those  statistics.  And  what  the  IMF  has 
done  this  week,  I  believe,  has  put  the  imprimatur  of  the  inter- 
national financial  institutions  on  what  the  Russian  program  is  all 
about.  And  I  think  it  is  critical. 

And,  democracy  is  beginning  to  work.  No  one  in  this  room  5 
years  ago  would  nave  thought,  would  have  dared  to  utter  that  the 
Russians  would  hold  an  election  with  more  than  one  party.  The  na- 
tional elections  have  taken  place;  local  elections  are  even  taking 
place.  Ukraine  is  going  to  have  an  election  on  the  27th  of  March. 
We  are  celebrating  democracy.  It  is  happening;  not  perfectly.  It  did 
not  happen  perfectly  in  our  own  country.  We  all  know  about  the 
Jacksonian  revolution,  if  you  will,  and  each  progression  thereof. 

Now,  in  terms  of  contracting.  One  of  the  comments — it  is  an 
opening  paragraph  of  the  Wall  Street  Journal  that  you  referred 
to — talked  about  a  feeding  frenzy.  We  had  hoped  that  Americans 
would  participate  in  this  dramatic  turnaround  that  is  taking  place 
in  the  former  Soviet  Union.  We  are  trying  to  find  the  best  know- 
how  that  this  country  has,  which  the  Fortune  500  companies  also 
report,  and  to  engage  them  into  this  unbelievable  revolution  that 
is  now  taking  place  in  the  former  Soviet  Union. 

Sometimes  the  newspaper  critics  or  reporters  want  to  talk  about 
consultants  getting  an  absurd  amount  of  money.  I  can  only  speak 
for  the  U.S.  Agency  for  International  Development,  which  has  a 
rule,  no  contractor,  no  individual  consultant,  can  receive  more  than 
$332  a  day,  which  is  comparable  to  what  top  civil  servant  earns. 
So  nobody  is  ripping  off  the  government,  OK,  and  no  money  is 
going  down  a  black  hole. 

And  finally,  just  to  say  on  democracy  again — which  is  one  of  my 
passions,  obviously — we  are  spending  over  $200  million  on  various 
programs,  not  just  making  sure  elections  take  place  and  take  place 
well,  but  helping  political  parties  buildup,  working  with  the  people 
to  develop  nongovernmental  organizations.  And  all  of  these  seven 
areas  that  Ambassador  Simons  mentioned  are  linked  to  each  other. 
They  are  linked  in  a  way  that  will  produce  greater  democracy  and 
more  economic  growth.  But  you  cannot  have  economic  growth  with- 
out democracy  in  the  long  run,  and  you  cannot  have  real  growth 
without  conserving  the  environment  and  cleaning  up  what  the  So- 
viets have  done  to  destroy  the.  earth.  And,  all  of  this  is  taking 
place,  and  we  ought  to  be  celebrating  it. 

Mr.  Lantos.  Thank  you  very  much. 

Chairman  Hamilton.  Mr.  Borski,  I  will  be  with  you  in  just  a  mo- 
ment. But  I  wanted  to  pursue  this  public  perception  problem  that 
we  have  talked  about  a  little  bit  here. 

MISCONCEI'TIONS  ABOUT  EXPP:NDITURES 

Mr.  Lantos  poses  a  question  about  the  different  perceptions  that 
we  have  about  what  we  have  done  and  the  Russians  have  about 
what  we  have  done,  and  I  have  the  distinct  impression  here  that 
it  is  more  than  just  misconceptions. 

Now  let  me  tell  you  what  we  have.  In  fiscal  year  1992,  we  voted 
$235  million.  In  fiscal  year  1993,  we  voted  $417  million.  In  fiscal 
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year  1993,  we  voted  another  $50  million.  In  fiscal  year  1993,  we 
voted  $1.6  billion.  And  in  fiscal  year  1994,  we  voted  $904  million. 
Excluding  the  Nunn-Lugar  money,  we  have  voted  for  $3.2  billion 
of  aid.  And,  according  to  the  financial  charts  that  you  have  pro- 
duced, we  have  spent  $284  million.  That  is  9  percent  of  the  money 
appropriated — 9  percent.  Russia  has  been  the  top  recipient.  They 
have  gotten  $140  million.  Seven  of  the  NIS  states  have  received 
less  than  $7  million. 

Now  this  is  not  just  a  matter  of  misconceptions.  This  is  a  matter 
of  us  granting  large  sums  of  money,  with  none  of  it  getting  spent — 
only  9  percent  of  it.  No  wonder  the  Russians  have  a  right  to  be 
blunt.  What  is  going  on  here?  This  is  not  misconceptions.  We  are 
tired  of  the  U.S.  Congress  voting  huge  sums  of  money  to  provide 
aid  to  Russia,  and  you  are  not  able  to  get  it  out.  Now,  we  all  under- 
stand that  it  is  a  tough  situation.  We  all  understand.  But  look,  we 
have  been  working  on  this  since  1992.  But  we  did  not  spend  it. 

Let  us  look  at  Turkey  for  a  minute.  Turkey  has  roughly  40  per- 
cent of  the  population  of  Russia.  In  that  period  of  time  that  I  am 
talking  about,  they  received  $300  million  in  cash.  So  all  of  this 
rhetoric  that  you  have  been  giving  us  this  morning  about  the  im- 
portance of  this  relationship,  you  are  not  giving  as  much  money  to 
Russia  as  you  are  giving  to  Turkey — cash.  What  kind  of  message 
is  that? 

Mr.  Dine.  Mr.  Chairman,  I  will  start.  This  is  the  obligation  rate, 
which  is  the  point  that  you  are  raising,  is  something  that  I 

Chairman  Hamilton.  I  was  using  expenditures. 

Mr.  Dine.  OK. 

Chairman  HAMILTON.  Let  us  talk  expenditures.  Obligation  is  ob- 
ligation; expenditure  is  expenditure.  Let  us  talk  expenditures.  Ex- 
penditure is  what  counts. 

Mr.  Dine.  Correct.  Well,  this  is  a  phenomenon  that  I  asked  the 
same  question  about  in  coming  in. 

Chairman  Hamilton.  Good. 

Mr.  Dine.  So  much  that  I  have  looked  at  is  bound  up  in  govern- 
ment regulations.  In  getting  a  contract  signed  from  the  agency  at 
which  I  now  work,  required  Herculean  effort.  It  is  not  something 
to  be  proud  of.  Congressional  rules  and  regulations,  but  more  im- 
portant. Federal  law,  ties  this  process  up  into  knots  that  are  be- 
yond description.  And,  it  is  something  that  has  to  be  dealt  with.  I 
give  my  friend  and  administrator,  Brian  Atwood,  credit.  He  is  try- 
ing, because  we  are  all  faced  with  the  same  situation,  and  I  am 
going  to  give  him  my  100  percent  support. 

The  reason  I  mentioned  obligation  is  because  that  process  holds 
up  the  expenditure.  Now  expenditure  or  rates  come  back  on  a  quar- 
terly basis,  and  the  last  expenditure  rates  I  have  seen  are  of  De- 
cember 31,  1993.  And  it  is  certainly  not  enough,  which  is  indicated. 
But  we  are  going  to  obey  the  law.  We  are  going  to  do  it  right.  And 
hopefully,  then,  the  contractors  spend  the  money.  And  then,  we  will 
evaluate  the  expenditure  of  the  monies. 

But  the  overall  point  in  terms  of  your  Turkey  comparison,  Mr. 
Chairman,  is  that  we  are  not  dealing  with  TA.  I  am  also  very  fa- 
miliar with  the  USREP  program,  as  you  well  know,  and  I  have 
checked  those  out.  And  that  is  it.  On  this  face,  we  are  dealing  with 
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a  whole  host  of  technical  experts.  We  have  to  abide  by  the  rules 
of  the  U.S.  Government,  and  then  have  to  perform. 

Chairman  Hamilton.  What  do  you  say  about  Professor  Sachs — 
I  think  he  wrote  one  of  the  op-ed  pieces — "The  Western  aid  effort 
has  been  disgraceful:  almost  no  grants;  self-serving  short-term 
trade  credits;  virtually  no  support  from  the  IMF;  and  little  effort 
to  make  any  coordinated  and  effective  resolution." 

Mr.  Semons.  Mr.  Chairman,  I  just  do  not  agree  at  all. 

Chairman  Hamilton.  What  part  don't  you  agree  with? 

Mr.  Simons.  I  think  it  has  been  effective,  I  do  not  think  it  has 
been  self-serving,  and  I  do  not  think  there  have  been  too  little 
grants.  I  think  it  has  been  targeted.  If  the  figures  are  expenditures, 
this  is  December  31,  1993. 

The  expenditures  are  truthfully  nine,  372,681.  Now,  I  think  that 
is  too  low.  I  agree  with  Mr.  Dine.  But 

Chairman  Hamilton.  Mr.  Simons,  you  are  reading  the  obliga- 
tions. 

Mr.  Simons.  No.  It  says  nearly  a  third  of  expenditures  as  of  De- 
cember 31,  1993  by  country.  The  total 

Chairman  Hamilton.  Wliat  part  are  you  reading  from? 

Mr.  Simons.  December  31,  1993. 

Chairman  Hamilton.  What  is  the  expenditure  for  Russia? 

Mr.  Simons.  $131  million. 

Chairman  Hamilton.  That  is  the  figure  I  quoted.  What  is  the 
total  expenditure? 

Mr.  Simons.  $285  million. 

Chairman  Hamilton.  That  is  the  figure  I  cited. 

Mr.  Simons.  Well,  then  if  you  follow  down  below  it 

Chairman  Hamilton.  That  is  9  percent. 

Mr.  Simons  [continuing].  There  is  a  series  of  USIA's,  page  634 
on  meeting  humanitarian  assistance,  humanitarian  medicines 
funding  from  other  bureaus.  It  goes  to  249.  And  that,  as  I  under- 
stand it,  Mr.  Chairman,  is  the 

Chairman  Hamilton.  Mr.  Simons,  I  have  been  talking  about  ex- 
penditures through  the  program  that  you  have  been  talking  about 
this  morning. 

Mr.  Simons.  $285  million. 

Chairman  Hamilton.  $285  million? 

Mr.  Simons.  $285  million.  The  money  expended,  Mr.  Chairman — 
very  little  of  the  money 

Chairman  Hamilton.  It  is  the  figure  I  cited  to  you.  But  look,  you 
are  talking  about  a  percentage  point  or  two.  But  the  first  point  is 
that  here  I  am  as  an  American  politician  going  into  the  U.S.  Con- 
gress, I  am  asking  for  huge  sums  of  money,  which  I  have  to  defend 
to  the  American  people,  and  you  are  not  spending  it  for  reasons 
Mr.  Dine  or  maybe  other — Mr.  Dine,  you  have  just  given  the  most 
devastating  commentary  of  the  American  system  I  have  ever  heard. 
We  appropriate  all  of  this  money  in  over  a  4-  or  5-year  period.  Be- 
cause of  the  bureaucracy  and  regulations,  we  can  only  get  9  percent 
of  it  spent. 

Mr.  Dine.  And  the  bureau  I  am  now  responsible  for  spends  it 
faster  and  better  than  the  other  bureaus,  Mr.  Chairman. 

Chairman  Hamilton.  We  are  going  to  give  you  a  gold  star. 
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Mr.  Dine.  No,  we  are  all  part  of  the  problem,  Mr.  Chairman.  And 
somewhere  along  the  line,  we  have  to  face  up  to  this. 

Mr.  Simons.  Mr.  Chairman,  there  are  two  points  I  was  just  be- 
coming aware  of  now  in  terms  of  the  transfer  from — a  lot  of  it  was 
a  large  transfer  from  the  Department  of 

Chairman  Hamilton.  Let  me  ask  you,  Mr.  Simons,  are  you  de- 
fending the  record  you  have? 

Mr.  Simons.  I  wish  it  were  better,  but  we  are  spending  40  per- 
cent of  the  monies  that  you  made  available  in  1992  and  1993.  That 
is  a  40  percent  expenditure  rate  of  the  $700  million.  If  you  look 
at 

Chairman  Hamilton.  Are  you  satisfied  that  we  have  spent  9  per- 
cent of  all  of  this  money  we  appropriated?  Is  that  the  best  we  can 
do?  I  mean,  you  are  the  experts  on  this.  Is  that  the  best  we  can 
do? 

Mr.  Simons.  I  am  not  satisfied,  Mr.  Chairman.  I  think  we  can 
do  better.  But  I  will 

Chairman  Hamilton.  Mr.  Borski.  Since  we  have  resolved  all  of 
these  matters,  we  will  turn  to  you,  Mr.  Borski. 

USE  FOR  PH 11^  DELPHI  A  NAVY  YARD 

Mr.  Borski.  Thank  you,  Mr.  Chairman.  I  have  what  I  hope  is  a 
reasonable  question  for  our  panelists.  I  am  interested  in,  of  course, 
the  problem  with  Russia.  They  need  hard  currency  desperately. 
The  Philadelphia  congressional  delegation,  particularly  my  col- 
league Curt  Weldon  from  Delaware  County  in  Pennsylvania,  has 
come  up  with  an  intriguing  idea.  We  are  exploring  the  possibility 
of  using  U.S.  foreign  assistance  to  purchase  Russian  warships  and 
scrap  their  ships  at  the  Philadelphia  Navy  Yard.  Is  this  something 
you  can  use  U.S.  foreign  assistance  for? 

Dr.  Duffy.  Well,  I  would  just  say  to  you,  I  am  familiar  with  this 
project.  I  met  with  Mr.  Bonoff  and  Mr.  Sorpra  about  it  a  few  weeks 
ago.  It  is  something  that  probably  is  not  appropriate  for  the  Coop- 
erative Threat  Reduction  or  Nunn-Lugar  program  because  of  the 
CTR  programs  purpose  to  reduce  the  weapons  of  mass  destruction 
that  threaten  us,  as  opposed  to  the  excess  Navy  Yard  capacity.  This 
is  also  a  problem,  but  not  in  the  same  immediate  way  to  put  prior- 
ity use  of  our  limited  CTR  funds. 

But  Dr.  Perry  has  also  heard  about  this  program  and  we  are 
looking  into  the  possibility  of  other  things  or  other  arrangements 
to  try  to  help  make  this  happen.  But  at  this  point,  we  do  not  have 
any  formal  read  out  of  it. 

Mr.  Borski.  It  seems  to  me  that  this  would  be  a  very  good  way 
to  help  the  Russians  with  their  problems — either  in  currency  or 
housing  or  whatever  we  could  come  around  with — and  at  the  same 
time,  put  Americans  to  work.  And  we  may  only  need  startup  funds 
for  this  project.  I  mean,  perhaps  at  the  rate  that  we  are  going,  a 
private  or  quasi-governmental  body  could  step  in  to  agree.  But  par- 
ticularly in  the  beginning,  we  may  need  some  assistance. 

Dr.  Duffy.  We  are  looking  at  it.  We  consider  it  a  serious  pro- 
posal. And  as  far  as  specifically,  for  a  specific  company,  there 
should  be  an  information  release  from  the  Defense  Nuclear  Agency 
as  far  as  making  contacts  or  so  on.  We  are  actively  considering  this 
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matter.  Let  me  get  back  to  you  with  a  formal  response  as  to  what 
might  or  might  not  be  appropriate,  if  you  would  like. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

The  Department  of  Defense  has  been  reviewing  this  proposal  under  several  dif- 
ferent authorities.  The  results  of  this  review  have  indicated  that  the  Cooperative 
Threat  reduction  or  "Nunn-Lugar"  authorities  are  not  appropriate  for  funding  the 
purchase  of  conventional  Russian  warships. 

Mr.  BoRSKi.  Well,  I  personally  thank  you  very  much.  A  number 
of  us  are  planning  to  go  to  Russia  the  week  right  after  Easter.  So 
if  there  is  any  last-minute  details  that  you  have  that  could  be  of 
help,  I  would  greatly  appreciate  it.  Thank  you  very  much.  Thank 
you,  Mr.  Chairman. 

Chairman  Hamilton.  Mr.  Oilman. 

Mr.  Oilman.  Thank  you,  Mr.  Chairman.  I  want  to  thank  our  wit- 
nesses. I  regret  that  I  was  delayed  in  getting  here. 

We  have  many  questions  concerning  our  program,  the  amount  of 
funding  and  how  it  is  being  distributed.  The  Chairman  has  already 
expressed  those  concerns. 

U.S.  KKI^TIONS  WITH  RUSSIA 

Our  relations  with  Russia  have  now  entered  a  particularly  dif- 
ficult phase.  Within  the  Congress,  there  are  many  questions  being 
raised  about  how  much  we  should  be  allocating  at  this  time,  and 
what  conditionality  there  should  be. 

The  recently  announced  agreement  on  closing  down  Russia's  plu- 
tonium-producing  reactors,  I  think  is  a  step  in  the  right  direction. 
The  recent  agreement  on  inspection  of  plutonium  storage  facilities, 
certainly,  is  helpful;  and  the  recent  progress  in  Russian  troop  with- 
drawal from  Latvia  is  an  indication  that  we  would  like  to  see  a  lot 
more  withdrawal  in  other  areas;  and,  too,  in  the  process  of  the  be- 
ginnings of  U.S. -Russian  space  cooperation  and  other  programs  in 
the  military,  I  think,  is  a  good,  positive  step. 

I  do  not  think  we  can  downplay  the  problems  facing  our  relations 
with  Russia,  and  I  do  not  want  to  maybe  inflate,  but  I  did  want 
to  bring  the  things  that  I  think  we  have  accomplished  positively  to 
people's  attention.  But  we  certainly  have  to  get  a  lot  more  results 
if  we  are  going  to  convince  my  colleagues  in  Congress  and  the 
American  people  of  the  necessity  for  moving  forward  with  the  ex- 
tensive funding  that  we  have  been  talking  about. 

RUSSIAN  TROOP  WITHDRAWAL 

I  would  like  to  ask  what  is  the  progress  of  Russian  withdrawal 
from  some  of  the  other  Republics?  In  recent  testimony  we  have 
heard  of  Russia  exerting  itself  once  again,  vis-a-vis  exerting  its 
sphere  of  influence  on  the  emerging  Republics.  And  that  is  some- 
thing, I  think,  that  concerns  all  of  us.  It  is  like  Russia  is  back  in 
the  business,  once  again,  to  set  out  its  tentacles  to  make  certain 
that  they  control  the  Republics,  and  I  welcome  comments  from  any 
of  the  panelists. 

Mr.  Collins.  Mr.  Oilman,  if  I  may.  First,  we,  of  course,  welcome 
the  news  that  we  are  making  further  progress  in  the  Baltics,  as 
you  have  said.  We  hope  that  we  will  see  similar  progress  very  soon 
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on  Estonia.  We,  of  course,  welcome  the  agreement  on  Latvia,  which 
has  been  initialed,  and  we  presume  we  will  proceed.  The  total  with- 
drawals from  the  Baltic  states  over  the  past  2  to  3  years  has  been 
on  the  order  of  some  hundred  thousand  troops.  So  I  suppose,  one 
might  say  that  this  is  the  most  hopeful  area  and  the  place  where 
we  can  point  to  our  greatest  successes. 

At  the  same  time,  we  are  much  aware  that,  for  instance  in 
Moldova,  the  Government  of  Moldova  seeks  the  withdrawal  of  Rus- 
sian forces  from  Moldova,  and  that  has  not  yet  taken  place.  We 
support  the  Government  of  Moldova  in  that  request,  and  we  expect 
that  Russia  will  respect  the  independence  of  Moldova  and  negotiate 
a  withdrawal  of  those  forces. 

In  other  areas,  I  think  it  depends  on  one's  beginning  point  on 
withdrawal  or  presence.  Certainly,  from  many  of  the  areas  in 
Central  Asia  and  in  the  Caucasus,  there  has  been  a  substantial 
withdrawal  if  one  goes  back  to  1990,  let  us  say.  But  it  is  also  true 
that  Russian  forces  remain.  Some  of  those,  I  must  say,  remain  at 
the  request  of  some  of  the  governments  concerned.  And  we  can  only 
say  that  they  address,  in  some  cases,  issues  such  as  border  secu- 
rity, or  as  we  have  seen  in  the  case  of  Georgia,  even  at  the  request 
that  the  government  in  some  areas  make  internal  security  efforts, 
such  as  the  railroad  in  Georgia. 

Now,  I  think  the  point  I  would  underscore  for  you  is  that  we  first 
of  all,  as  a  matter  of  basic  policy  in  this  government,  support  the 
independence  and  sovereignty  of  each  of  the  New  Independent 
States,  and  that  we  do  not  accept  any  presence  by  Russian  forces 
against  the  will  or  the  desire  of  those  independent  states.  And  we 
make  it  very  clear  to  the  Russian  Government  that  we  expect  that 
as  a  matter  of  principle,  they  will  not  be  present  with  military 
forces  unless  it  is  with  the  consent  of  the  state's  concerns. 

I  think  at  the  same  time,  it  is  simply  a  historic  fact  that  you 
have  a  certain  amount  of  residue  from  the  Soviet  period  and  the 
existence  of  the  Red  Army.  We  have  areas  in  which  the  Russian 
army  is  considered,  for  instance  in  Tajikistan,  essential  to  minimal 
defense  of  their  border,  at  least  at  this  time.  The  forces  that  are 
there  are  there  at  the  request  of  the  Government  of  Tajikistan, 
which  frankly  is  in  the  midst  of  a  civil  war  and  a  war  with  its 
neighbors. 

I  think  the  essential  point  here  is  that  our  objective,  in  the  first 
instance,  is  to  try  to  create  the  conditions  of  stability  and  end  or 
assist  in  ending  conflicts  that  permit  or  require,  from  the  point  of 
view  that  we  summon  the  New  Independent  States,  the  presence 
of  any  Russian  troops.  It  is  simply  a  fact  that  as  long  as  one  has 
situations  like  the  Georgia-Abkhasia  situation,  the  Novgorno- 
Karavak  conflict,  the  conflict  with  Tajikistan,  outsiders  are  going 
to  be  involved.  Our  best  approach  to  a  long-term  solution  in  that 
regard  is  to  get  those  conflicts  stopped. 

Secondly,  I  think  we  need  to  be  consistent  in  our  support  for  the 
withdrawal  of  any  Russian  forces  that  are  not  welcome  there  as  a 
matter  of  free  choice,  and  I  can  assure  you  that  that  is  the  policy 
of  the  administration.  Is  it  a  problem?  Yes,  it  is  a  problem. 
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RUSSIAN  SPHERE  OF  INFLUENCE 


Mr.  Oilman.  Mr.  Collins,  is  the  Russian  sphere  of  influence  once 
again  being  asserted  on  these  Republics?  We  seem  to  hear  that  one 
might,  from  the  expert  testimony  before  the  subcommittee,  that  it 
looks  like  the  Russians  once  again  are  attempting  to  exert  their  in- 
fluence on  the  Republics.  Do  you  have  any  military  assurance,  and 
do  you  have  the  ability  to  control  the  flow  of  petroleum  products 
and  that  sort  of  thing  as  a  quid  pro  quo  to  maintaining  their  inde- 
pendence? Can  you  comment  on  that? 

Mr.  Collins.  Well,  let  me  say  first  of  all  that  we  do  not  as  a  gov- 
ernment, and  I  do  not  personally,  accept  the  concept  of  a  sphere 
of  influence  if  that,  in  a  sense,  means  somehow  special  or  excep- 
tional rights  on  the  people,  economies  or  character  of  another  na- 
tion by  Russia  outside  the  normal  conduct  of  relations. 

I  think  we  are  seeing  statements  that  are  at  best  ambiguous,  and 
are  sometimes  troubled.  There  is  certainly  no  question  we  see 
many  different  kinds  of  statements  out  of  Russia  today,  some  of 
which  are  extremely  troubling.  At  the  same  time,  we  are  very 
mindful  that  Russia  is  engaged  with  these  other  states.  It  has  eco- 
nomic relations  with  them.  It  is  a  mutual  dependence  in  some  re- 
gards. It  is  also  a  fact  that  many  of  the  New  Independent  States 
continue  to  find  themselves  dependent  upon  certain  aspects  of  Rus- 
sian resources,  such  as  energy,  essentially  because  they  have  found 
no  alternative  or  fail  to  take  decisions  which  would  head  them  in 
the  direction  of  an  alternative. 

We  are  very  careful  and  watchful  that,  for  instance,  the  energy 
relationship  between  countries  like  Ukraine  and  Russia  is  not 
being  manipulated  for  political  purposes,  and  we  do  try  to  assure 
that  that  is  the  case.  But  it  is  also  a  fact  that  we  have  to  contend 
with,  at  least  at  the  present,  that  Ukraine  is  in  substantial  debt 
to  Russia  and  depends,  in  a  sense,  on  a  Russian  subsidy  to  meet 
its  gas  and  oil  requirements. 

Now,  I  think  what  we  would  hope  is  that  Ukraine  will  realize  the 
danger  of  that  and  begin  to  take  the  kind  of  steps  to  reform  its 
economy,  which  will  give  it  options  other  than  dependence  on  Rus- 
sian energy.  But  I  submit  that  we  are  not  in  the  position  to  address 
that  issue  by,  if  you  will,  trying  to  pick  up  the  subsidy  of  the  en- 
ergy bill  for  Ukraine.  I  think  it  is  simply  beyond  our  capacity. 

Mr.  Oilman.  Ambassador  Collins,  in  talking  about  the  sphere  of 
influence  with  the  Chairman,  I  note  that  Deputy  Secretary  of  State 
Strobe  Talbott  said  this  past  week — that  the  United  States  is  rais- 
ing the  devil  with  Russia  about  holding  up  wheat  seed  delivery  to 
Armenians  while  Moscow  intervenes  in  Armenia  and  other  former 
Soviet  Republics.  Talbott,  testifying  before  the  Senate  Foreign  Re- 
lations Committee,  said  the  administration  is  well  aware  of  the 
new  hard-line  nationalist  trend  in  Moscow.  He  noted  that  the  Unit- 
ed States  needs  to  deal  with  Russia  on  the  bilateral  assistance  pro- 
gram. And  then  he  stated  that  commodities  used  in  connection 
with  U.S.  assistance  could  be  exploited  from  Russia  without  being 
subject  to  any  tariff,  customs,  duties  or  taxes. 

Ambassador  Thomas  Pickering  is  scheduled  to  meet  and  to  make 
very  plain  these  inclusions  on  that  point.  As  Talbott  said,  we  are 
raising  the  devil  with   the  Russians.  So  apparently,  Mr.  Talbott 
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feels  that  there  is  a  strong  nationalist  trend.  Are  you  in  agreement 
or  disagreement  with  that  description? 

Mr.  Collets.  No,  I  am  absolutely  in  agreement  with  him.  There 
is  a  new,  if  you  will,  stated  asserted  quality,  to  much  of  Russian 
foreign  policy.  All  I  would  say  is  that  I  do  not  believe  that,  so  far, 
suggests  that  we  are  back  in  the  cold  war  or  that  the  kinds  of  as- 
sertiveness  that  is  frequently  being  manifested  creates  for  us  the 
problem  that  we  had  say  with  the  Soviet  Union  of  only  confronta- 
tion. 

But  I  think  it  is  clear  that  there  are  places  in  which  our  interests 
and  our  policies  will  not  coincide.  When  that  is  the  case,  we  will 
do  our  utmost  to  defend  the  interests  of  the  United  States  and  our 
principles  with  respect  to  the  other  states,  and  we  will  make  very 
clear  to  Russia  when  we  believe  behavior  that  is  involved  on  their 
part  is  not  acceptable.  And  I  would  submit  that  in  this  case,  in  this 
particular  case,  of  withholding  wheat  seed,  whatever  the  argu- 
ments about  customs,  tariffs  and  other  things  may  be  thrown  up, 
it  is  simply  not  acceptable. 

Mr.  Oilman.  Thank  you,  again.  Any  of  the  other  panelists  wish 
to  comment  here?  Yes,  Mr.  Simons. 

Mr.  Simons.  On  the  wheat  seed,  we  talked  with  Moscow  this 
morning.  Ambassador  Pickering  did  meet  with  a  senior  level  For- 
eign Minister  to  pass  on  that  issue.  As  Secretary  Talbott  explained, 
we  consider  it  an  unjustified  levy  in  terms  of  the  agreement  last 
April.  We  are  hopeful  that  we  will  get  relief  on  it.  Our  understand- 
ing is  the  planning  involved — efficient  planning  can  go  on  in  Arme- 
nia through  the  end  of  April.  So  there  is  a  little  time  to  move  that 
wheat  seed. 

Mr.  Oilman.  Mr.  Simons,  do  you  see  other  examples  of  this  kind 
of  argument  with  the  Republics? 

Mr.  Simons.  We  do  see  individual  examples  because  of  the  decav 
of  public  administration.  And  so  far,  they  have  all  been  remediea. 

RUSSIAN  INDUSTRY 

Mr.  Oilman.  Do  any  of  the  panelists  wish  to  comment?  Just  one 
other  question,  Mr.  Chairman.  I  know  I  am  exceeding  my  time 
here.  I  note  that  some  of  the  headlines  in  articles  are  "Russian  in- 
dustry collapses;  there  is  no  end  in  sight,"  or  "Industrial  decline  ac- 
celerates." I  am  reading  some  of  the  headlines  before  me.  At  the 
same  time,  however,  we  can  see  we  are  further  apart  than  the  ad- 
ministration. The  privatization  enterprises,  in  that  sense,  are  mov- 
ing ahead  nicely,  laying  a  solid  foundation  for  a  prosperous  free- 
market  economy. 

Is  it  not  the  reality  that  if  there  is  a  large  segment  of  Russia's 
industry,  it  is  completely  obsolete  and  will  never  be  able  to  compete 
in  the  world  economy  in  its  present  condition?  And  given  that  fact, 
is  it  not  accurate  to  state  that  privatization  of  such  obsolete  enter- 
prises is  missing  the  point,  that  privatized  they  just  would  not  be 
worth  much  and  are  not  going  anyplace?  What  are  your  comments 
about  all  of  that? 

Mr.  Dinp:.  Some  of  those,  Mr.  Oilman,  are  within  the  misty  jun- 
gle of  large  state-owned  enterprises,  often  referred  to  in  the  collo- 
quial as  dinosaurs.  Those  are  the  ones  that  are  cooperative  and 
that,  therefore,  is  a  good  sign.  They  are  not  going  to  bought  by  any- 
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one.  If  they  are  bought,  they  are  going  to  be  bought  for  the  prop- 
erty they  are  on  and  perhaps  turned  into  totally  different  indus- 
tries at  a  much,  much  smaller  size. 

Mr.  Oilman.  Do  not  these  dinosaurs  sometimes  represent  entire 
regions?  I  have  here  an  example  of  one  that  represents  IV2  million 
employees  in  one  area.  The  great  textile  mills  of  Vivranopil,  a  re- 
gion of  IV2  million  people  east  of  Moscow,  may  be  doomed.  These 
are  more  than  dinosaurs,  apparently;  they  are  mammoth  giants. 

SOCIAL  SAFETY  NET 

Mr.  Dine.  This  is  the  famous  social  safety  net  of  the  Soviet  sys- 
tem. Now  what  we  are  trying  to  do  is  work  with  the  government, 
not  only  in  Moscow  but  also  in  the  regions  and  at  municipal  levels, 
to  deal  in  a  public  administration  solution. 

So  I  think  what  you  have  highlighted  is  a  trend.  But  it  is  part 
of  the  whole  transformation  taking  place,  and  that  is  the  difficult 
side  of  the  reform  and  the  totally  changing  economic  environment. 

Mr.  Oilman.  If  I  might  interrupt  you.  Boris  Yeltsin,  in  his  first 
state  of  the  union  speech  to  the  new  parliament,  did  not  touch  on 
these  problems.  And  apparently  not  much  is  being  done.  You  talk 
about  a  social  net.  We  do  not  see  that. 

Mr.  Simons.  Congressman,  Prime  Minister  Chernomyrdin 
touched  on  it  yesterday  in  connection  with  his  agreement  with  Mr. 
Contoceden,  on  the  systemic  transformation  facility.  The  one  aspect 
of  his  government's  program  will  be  to  make  it  possible  to  close 
down  some  of  these  plants. 

Now,  you  have  identified  a  massive  problem.  But  if  I  may  be  per- 
mitted to  say  a  few  words  based  on  my  Polish  experience.  Because 
Poland,  in  miniature,  had  many  of  the  same  problems  with  dino- 
saur plants  dominating  all  regions,  that  Russia  has.  But  I  did  not 
see  anything  in  Poland — has  been  to  build  a  bigger  private  sector 
of  private  enterprise,  small  shops  and  enterprises,  leading  toward 
manufacturing,  in  order  to  provide  jobs  for  the  declining  state  sec- 
tor plants;  in  other  words,  people  leaving  the  large  plants  without 
a  future.  In  many  of  those  plants,  to  try  to  compete  by  modernizing 
their  function,  their  production  function  and  divesting  themselves 
of  these  social  responsibilities  that  they  had.  So  competition  among 
the  large  plants  to  survive  and  the  employment  that  they  used 
going  into  a  very  growing  and  vibrant  private  sector.  That  has  been 
the  Poland  solution.  And  Polish  unemployment,  although  high,  has 
remained  fairly  constant  over  the  last  few  years. 

Mr.  Oilman.  Ambassador  Simons,  did  we  not  send  some  $4  or  $5 
billion  to  Poland  to  help  them  with  their  problems  and  help  to  re- 
duce their  unemployment  problems? 

Mr.  Simons.  No,  not  for  the  social  safety  net. 

Mr.  Oilman.  Well,  where  is  the  social  safety  net  in  Russia  that 
we 

Mr.  Simons.  The  social  safety  net  is  provided  by  these  firms, 
which  are  doomed,  and  it  needs  to  be  replaced  by  firms  which  can 
offer  jobs  and  pay  taxes,  and  allow  their  employees  to  pay  the  taxes 
to  support  an  adequate  modern  social  safety  net. 

Mr.  Oilman.  I  am  reading  from  another  article  that  says,  "If  the 
factories  keep  dying  in  Russia  appear  to  come  to  a  head,  if  unem- 
ployment goes  up  by  1  percent  more,  there  needs  to  be  a  compensa- 
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tion  program  or  they  run  out  of  money."  I  am  very  much  concerned. 
Are  we  pouring  money  down  the  drain  if  we  try  to  boost  privatiza- 
tion? At  least  Chairman  Hamilton  said  we  put  very  little  funding 
out  there — where  are  we  truly  heading  in  all  of  this? 

Mr.  Collins.  Could  I  make  one  or  two  comments,  Congressman 
Oilman?  The  first  one  would  be  that  I  believe  we  all  need  to  have 
a  healthy  regard  for  the  uncertainties  of  statistics  in  this  country 
and  as  cited.  Now  that  said,  I  would  simply  suggest  to  you  that 
there  are  also  some  indications  that,  in  fact,  privatization  is  doing 
precisely  in  some  areas  what  we  would  hope,  such  as  to  provide  an 
alternative  to  the  employment  in  these  old  dinosaurs. 

There  are  some  very  odd  statistics.  For  instance,  we  have  been 
told  that  production  decline  year-to-year,  February  to  last  Feb- 
ruary, was  something  on  the  order  of  24,  25  percent.  Yet,  we  are 
also  told  that  the  consumption  of  electricity  only  declined  4  percent. 
This  does  not  add  up.  I  mean,  something  is  going  on. 

Secondly,  we  have  an  indication  that  the  real  per  capita  income 
increased  by  10  percent,  even  though  real  wages  declined.  What 
this  suggests  is  frankly  that  people  are  working  more  than  one  job; 
that  the  official  employment,  which  provides  them  frequently  with 
housing,  medical  care,  some  of  the  social  safety  nets  that  has  been 
discussed  here,  is  retained.  But  people,  in  order  to  make  enough 
money  to  live  and  get  along  as  families,  go  out  and  they  are  acquir- 
ing other  jobs,  presumably  in  the  private  sector. 

Now,  I  would  not  submit  to  you  that  this  is  all  well  and  good, 
and  we  are  well  on  our  way  to  a  simple  success  story.  Many  of  the 
things  you  have  described  are  real  causes  for  concern.  I  would  only 
say  that  the  picture  is  a  mixed  one,  and  it  is  a  patch  work  across 
that  very  large  country.  There  are  certain  areas  which,  frankly,  are 
going  to  have  very  hard  times.  They  will  presumably  have  conglom- 
erate mobility  as  a  real  issue,  and  there  are  some  of  these  states 
which  will  not  survive  in  their  current  configuration.  It  is  simply 
probably  a  fact  that  the  steel  industry,  for  instance,  is  going  to 
have  to  shrink.  You  cannot  go  on  making  kiosks  out  of  1/4-inch 
sheet  steel  in  a  private  economy. 

Mr.  Oilman.  Do  you  anticipate,  Ambassador  Collins,  that  they 
are  experiencing  the  pains  and  this  sector  is  going  to  help  turn- 
around the  economy,  the  Russian  industrial  world,  the  Russian 
business  world?  Truthfully,  how  much  of  this  do  you  anticipate 
that  there  is  going  to  be? 

Mr.  Simons.  Congressman,  the  request  is  for  $900  million  in  for- 
eign operations  funds.  Of  that,  we  anticipate  that  roughly  half 
would  be  sent  to  Russia.  We  envisage  basically  continuing  the 
kinds  of  programs  and  priorities  of  the  previous  appropriations.  Of 
the  $900  million,  we  are  looking  at  $575  million  for  assistance  in 
transition  to  a  market  economy;  $150  million  for  support  for  transi- 
tion to  democracy;  and  $175  million  for  support  in  the  humani- 
tarian and  social  sectors.  That  is  the  notional  breakdown  of  the 
$900  million  request. 

Now  this  is  not  going  to  solve  the  kinds  of  problems.  Clearly, 
there  is  no  quick  and  clear  solution.  We  think  properly  targeted 
and  managed,  we  can  help.  With  regard  to  helping  firms  that  are 
privatized,  that  is  the  key  to  the  problem  that  we  are  looking  at. 
We  will  be  putting  in  place,  accepting  money,  in  an  enterprise  fund 
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which  is  being  established  in  Moscow  now  and  should  be  able  to 
make  its  first  loan  soon,  precisely  to  provide  capital  and  loans  for 
some  of  these  privatized  firms. 

PERCENTAGE  OF  ASSISTANCE  TO  RUSSIA 

Mr.  Oilman.  Who  should  then  set  the  extensiveness  of  the  sup- 
port? Though  it  sounds  that  it  is  very  limited,  I  note  that  in  Poland 
we  gave  $4V2  billion  in  U.S.  aid,  including  the  U.S.  Grovernment 
debt  relief.  And  that  helped  to  turn  around  some  of  the  Polish  prob- 
lems. Now,  half  is  going  to  be  for  Russia.  You  are  talking  a  maxi- 
mum of  $500  million  to  try  to  put  some  stimulation  in  the  indus- 
trial decline  that  is  accelerating.  Frankly,  I  have  some  reservations 
about  all  of  that. 

Thank  you,  Mr.  Chairman. 

Mr.  Simons.  If  I  could  just  clarify.  Of  the  $900  million  requested 
for  fiscal  year  1995  appropriations,  of  the  $2.5  billion  in  1994  ap- 
propriations, two-thirds  of  that  will  go  to  Russia.  So  the  amounts 
available  to  Russia,  although  they  are  relatively  small  in  terms  of 
need,  are  much  more  considerable  than  simply  the  $500  million. 

DECISIONMAKING  EN  RUSSIA 

Chairman  Hamilton.  Who  is  making  most  of  the  decisions  in 
Russia  today  to  run  the  government? 

Mr.  Collins.  In  Russia,  itself,  sir? 

Chairman  Hamilton.  Yes. 

Mr.  Collins.  Well,  we  believe  that,  of  course.  President  Yeltsin, 
who  is  the  President,  and  he,  I  believe,  clearly  exercises,  if  you  will, 
the  broad  authority  over  the  sort  of  direction  of  affairs  and  so  forth. 
I  think  it  is  clear,  however,  that  with  respect  to  much  of  the  eco- 
nomic management  and  the  day-to-day  running  of  ministries,  that 
Prime  Minister  Chernomyrdin  has  been  entrusted  with  day-to-day 
authority  and  decisionmaking. 

I  think  what  we  see 

Chairman  Hamilton.  Now  this  is  quite  a  change,  right? 

Mr.  Collins.  It  is  a  change,  but  I  believe  if  one  goes  back  about 
a  year  to  the  time  when  Prime  Minister  Chernomyrdin  really  be- 
came a  factor  in  running  the  government,  though  President  Yeltsin 
has  sought  to  entrust  him  with  much  more  of  the  day-to-day  deci- 
sionmaking on  economic  matters.  And  I  think  this  has  been  a  pat- 
tern that  has  been  around  for  some  time. 

Chairman  Hamilton.  Why  do  you  think  President  Yeltsin  has 
done  that? 

Mr.  Collins.  I  cannot  really  speculate  in  any  way,  except  that 
I  think  President  Yeltsin  indicated  that  he  had  certain  personal 
priorities  when  he  gave  his  state  of  the  nation  speech.  And  I  think 
one  might  characterize  those  as  giving  sort  of  broad  direction  to  the 
nation  with  priority  about  doing  something  in  the  crime  area — he 
made  that  a  major  concern — to  ensure  the  preservation  of  Russia's 
educated  and  technical  capability. 

Chairman  Hamilton.  Do  you  still  believe  that  President  Yeltsin 
is  the  number  one  premiere  in  the  Russian  Grovernment  in  terms 
of  management,  operation,  and  direction  of  the  government  today? 
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Mr.  Collins.  I  believe  he  is  the  one  who  sets  the  direction,  sir; 
yes.  I  think  he  is  less  engaged  than  perhaps  that  was  the  case  2 
years  ago,  in  day-to-day  operational  management. 

Chairman  Hamilton.  Now  when  the  IMF  got  its  deal  here  in  the 
last  day  or  two,  with  whom  did  they  negotiate? 

Mr.  Collins.  They  were  negotiating,  as  I  understand  it,  in  es- 
sence, with  ministers  of  the  government,  including  at  one  point 
Prime  Minister  Chernomyrdin.  I  think  that  is  consistent,  however, 
with  President  Yeltsin's  basic  apparent  approach  of  entrusting  the 
Prime  Minister  with  working  out  the  basic  problems  of  the  econ- 
omy. I  think  Prime  Minister  Chernomyrdin  went  to  Skopje  to  con- 
sult in  the  midst  of  that  negotiation. 

Chairman  Hamilton.  Since  clearly  the  Prime  Minister  is  moving 
as  a  much  more  involved,  more  powerful  figure  than  his  troops,  I 
might  expect,  is  that  fair? 

Mr.  Collins.  I  think  it  is  fair.  I  think  it  also  reflects  the  nature 
of  the  new  constitution. 

LINK  BKTWEKN  REFORM  AND  ASSISTANCE 

Chairman  Hamilton.  OK.  Now,  I  want  to  get  clear  the  linkage 
between  government  reform  in  Russia  and  U.S.  assistance  to  Rus- 
sia. What  is  the  linkage?  And  specifically,  I  guess,  if  reform  stops 
or  slows  down  significantly,  what  happens  to  our  aid  program? 

Mr.  Simons.  Mr.  Chairman,  we  put  four  forms  of  assistance  into 
the  area.  We  are  now  moving  CTR  funding,  which  Dr.  Duffy  has 
described.  All  participation  in  the  international  financial  institu- 
tions, we  have  a  role  in  their  efforts  there,  and  we  have  a  contribu- 
tion which  goes  through  them  to  these  countries.  The  kinds  of 
small  assistance  that  we  have  with  every  country  of  the  area,  ex- 
changes for  trade  and  investment 

Chairman  Hamilton.  Is  that  the  program? 

Mr.  Simons.  Yes,  sir. 

Chairman  Hamilton.  What  do  you  call  that? 

Mr.  Simons.  Well,  I  call  it  the  modest  assistance  component  of 
normal  relations  with  every  country  of  the  area.  We  mentioned  $7 
million 

Chairman  Hamilton.  That  is  bilateral? 

Mr.  Simons.  Excuse  me? 

Chairman  Hamilton.  That  is  bilateral? 

Mr.  Simons.  Yes,  that  is  bilateral.  And  finally,  a  substantial  in- 
crease in  amounts  of  assistance  that  they  can  be  put  into  reforming 
countries.  So  there  are  a  total  of  four  categories.  Three  of  these  cat- 
egories do  not  depend  primarily — or  their  effectiveness  on  macro- 
economic  reform.  In  other  words,  they — the  budget  deficit,  the  state 
of  the  currency,  whether  it  is  convertible,  the  inflation  rate,  credit, 
and  nations'  subsidies.  Those  are  primarily  topics  for  the  inter- 
national financial  institutions.  Of  course,  we  have  a  role.  We  have 
a  contribution  there.  But  they  do  not  affect  the  other  two  kinds  of 
assistance.  Now  immediate  assistance  goes  forward  without  respect 
to  macroeconomic  stabilization  and  reform. 

Chairman  Hamilton.  Does  it  bilaterally  go  forward  without 

Mr.  Simons.  It  can  substantially,  because  it  is  directed  toward 
the  microlevel,  toward  privatization 
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Chairman  Hamilton.  What  if  you  have  hyperinflation  in  Russia, 
you  would  not  go  ahead  with  the  bilateral  aid? 

Mr.  Simons.  We  would  go  ahead  with  most  of  it,  because  most 
of  it  is  related  to  technical  assistance  through  American  consult- 
ants once  again,  and  most  of  it  would  continue  to  go 

Chairman  Hamilton.  So  we  will  keep  on  pumping  the  aid  back 
in  there,  even  though  they  have  hyperinflation?  Why  would  you 
possibly  aid  a  country  that  is  going  through  hyperinflation? 

Mr.  Simons.  Because,  you  can  get  those  changes  in  structure 
that  you  are  going  to  need 

Chairman  Hamilton.  But  the  aid  you  are  providing,  you  say  it 
is  on  the  microlevel.  And  basically,  many  of  your  consultants — are 
you  telling  me  there  is  no  connection  between  U.S.  bilateral  assist- 
ance and  the  macroeconomic  policies  of  the  government? 

Mr.  Simons.  In  most  cases,  I  am. 

Chairman  Hamilton.  So  you  are  saying  that  we  will  continue  to 
pump  monev — technical  assistance  money,  and  privatization  money 
and  all  of  the  rest  of  it — even  if  the  democratization  money,  even 
though  they  have  macroeconomic  policies?  That  is  an  outrage? 

Mr.  Simons.  If  they  can  find  adequate  partners  for  the  kinds  of 
reforms  that  are  intended. 

Chairman  Hamilton.  Now  let  me  read  to  you  from  your  Freedom 
Support  Act  report:  "Many  things  are  reviewed  from  within  the 
NIS  that  receive  aid  in  relation  to  their  progress  toward  democratic 
and  economic  reform." 

Mr.  Simons.  Economic  reform  is  not  confined  to  the  macrolevel. 
Congressman. 

Chairman  Hamilton.  Yes,  but  there  is  a  clear,  direct  tie  between 
reform  and  aid.  And  you  have  just  separated  the  two.  There  are 
various  kinds  of  reform.  There  are  reformers  in 

Mr.  Simons.  I  did  not  say  that. 

Chairman  Hamilton  [continuing].  In  varied  aspects  in  a  region. 

Mr.  Simons.  I  did  not  say  that. 

Chairman  Hamilton.  But  the  statement  in  your  own  Freedom 
Support  Act  report  directly  ties  aid  to  progress  for  economic  and 
democratic  reform.  You  do  not  make  the  distinction  there  that  you 
have  just  made  here.  I  am  just  astounded,  frankly,  with  the  idea 
that  you  pour  money  into  a  country  bilaterally  if  they  have  macro- 
economic  policies  that  are  outrageous. 

Mr.  Simons.  Congressman,  we  believe  it  will  be  effective,  even  if 
the  macroeconomic  policies  are  deficient.  That  we  can  do  a  lot  of 
reforming  at  the  macroeconomic  level. 

Chairman  Hamilton.  That  is  a  position  of  almost  absurdity,  in 
my  view.  If  you  have  hyperinfiation  in  a  country,  it  will  just  over- 
ride anything  you  seek  to  do.  And  to  pour  millions  of  dollars  of  the 
American  taxpayers'  money  into  a  country  that  would  have 
hyperinfiation,  it  will  be  just  the  point  of  absurdity. 

Mr.  Dink.  If  I  could  just  add  a  comment  or  two.  If  you  look  at 
structural  change,  Mr.  Chairman,  and  reform  is  critical  to  the 
structural  change 

Chairman  Hamilton.  Excuse  me  here,  please.  Excuse  me;  go 
ahead. 

Mr.  Dink.  The  point  I  was  making  was  that  the  key  issue  here 
is  structural  change,  and  reform  is  critical  to  that.  This  is  both  di- 
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rect  and  indirect.  The  reformers  are  the  ones  who  are  the  most  out- 
spoken opponents  about  these  hyperinflation  poHcies  that  have 
been  put  forth  over  the  last  couple  of  years.  And  the  easiest  thing, 
from  our  perspective,  is  to  see  the  effects  of  the  pressure  from  those 
reformers  on  the  Prime  Minister.  And  his  direction  over  the  last 
couple  of  months,  I  think,  that  has  culminated  in  this  agreement 
with  the  IMF,  showed  that  they,  too,  have  received  encouragement 
for  their  policies  against  the  hyperinflation. 

Chairman  Hamilton.  Well,  OK.  This  linkage  between  the  gov- 
ernment for  reform  and  U.S.  assistance  is  an  important  point  so  far 
as  I  am  concerned.  And  I  must  sav  that  I  have  supported  assist- 
ance to  Russia  and  to  the  other  independent  states,  with  the  clear 
understanding  that  aid  is  directly  linked  to  the  progress  they  are 
making  toward  democratic  and  economic  reform.  And  to  the  extent 
that  you  agree  with  it  or  unlink  it,  you  make  me  very  nervous. 

Mr.  Dene.  I  would  like  to  add  one  more  point,  Mr.  Chairman. 
Providing  assistance  under  the  freedom  support  act  for  the  govern- 
ment of  any  independent  states  of  the  former  Soviet  Union,  shall 
take  into  account,  among  the  things,  significant  progress  toward  re- 
form. In  other  words,  it  is  the  law. 

Mr.  Chairman,  I  would  just  like  to  add  one  last  point  to  this  dis- 
cussion. We  have  all  heard  about  the  politics  of  Moscow  in  the  con- 
text of  the 

Chairman  Hamilton.  I  am  just  astounded  at  the  testimony,  just 
absolutely  astounded. 

Mr.  Dene.  I  just  wanted  to  add  that  in  the  politics  of  Moscow,  we 
often  hear  about  the  big  industries,  the  hard  liners,  the  old  liners, 
lobbying  the  government  for  more  monies,  for  more  public  expendi- 
tures. And,  what  I  think  is  developing  now  with  the  help  of  the 
Western  assistance  is  the  creation  of  a  business  community,  and 
that  business  community  cannot  stand  hyperinflation.  And  they  are 
going  to  lobby  against  policies  that  continue  to  print  money  and  to 
pump  it  up.  And  I  think  if  we  can  just  keep  going  the  way  we  are 
going,  we  will  create  a  society  that  will  find  its  equilibrium.  That 
is  a  hope.  It  has  not  happened  yet,  but  I  think  this  is  what  you 
will  see  occur. 

NUNN-I>UGAR  PROGRAM 

Chairman  Hamilton.  OK.  Let  me  go  to  the  Nunn-Lugar  program 
for  just  a  minute.  Now,  we  have  authorized  $1.2  billion,  as  I  under- 
stand it,  to  carry  out  the  Nunn-Lugar  program,  and  that  is  for  the 
purpose  of  dismantling  and  destroying  these  weapons.  But  so  far, 
we  have  expended,  as  I  have  it,  less  than  $113  million.  Is  that  ac- 
curate? 

Dr.  Duffy.  I  would  say  above  $113  million. 

Chairman  Hamilton.  Slightly  above? 

Dr.  Duffy.  Yes. 

Chairman  Hamilton.  Now,  we  are  talking  about  expenditures. 

Dr.  Duffy.  As  of  February. 

Chairman  Hamilton.  As  of  February,  this  year.  All  right.  Now 
this  is  the  fourth  year  of  authorization  by  the  Congress.  And  I  do 
not  know  if  my  math  is  any  good  here,  but  that  looks  like  around 
10  percent  of  the  figure.  Why  should  we  appropriate  any  more 
money,  if  you  have  that  big  a  pipeline? 
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Dr.  Duffy.  We  do  confess  to  the  slow  beginning  of  this  program, 
although  not  to  all  of  the  responsibility  for  it,  since  we  have  been, 
as  I  have  mentioned  before,  negotiating  as  hard  as  we  could  with 
the  Republics  to  cooperate  with  us  in  dismantling  and  destruction 
of  nuclear  weapons. 

The  vast  majority  of  the  negotiations  for  those  programs  were 
completed  over  the  last  8  or  9  months.  Only  Belarus  signed  up  as 
long  ago  as  last  June,  and  followed  by  Russia  in  late  August  and 
early  September,  and  then  Kazakhstan  and  Ukraine  in  December 
of  1993.  So  the  largest  sums  of  money  for  this  program  really  have 
not  been  available  to  be  expended  until  the  agreements  were 
signed  after  these  countries  came  to  their  decisions  about  what 
they  were  going  to  do  with  the  nuclear  weapons. 

Ukraine  appeared  to  be  the  most  difficult  and  time  consuming  of 
these.  It  was  only  with  the  working  out  of  the  Trilateral  Agreement 
and  then  finally  the  signing  of  the  agreement  on  December  5  here 
in  Washington  for  the  strategic  nuclear  arms  dismantlement  assist- 
ance, that  we  were  able  to  begin  to  think  about  actual  obligations 
of  those  funds. 

Chairman  Hamilton.  Is  it  now  correct  that  all  tactical  nuclear 
warheads  from  Belarus,  Ukraine,  and  Kazakhstan  have  been  sent 
to  Russia? 

Dr.  Duffy.  That  is  correct. 

Chairman  HAMILTON.  Were  any  Nunn-Lugar  funds  used  in  that 
process? 

Dr.  Duffy.  They  are  being  used,  for  instance,  for  the  armored 
blankets  that  are  being  used  to  protect  the  warheads  while  they 
are  transported  and  stored.  The  tactical  weapons  are  stored  in 
about  100  different  locations  in  Russia,  but  the  armored  blankets, 
used  for  secure  transport  and  the  emergency  response  equipment 
will  be  used  in  further  movements  of  those  warheads  to  their 
central  storage  depots  and  places  where  they  will  be  dismantled. 

Chairman  Hamilton.  They  are  now  out  of  those  three  Republics, 
is  that  right? 

Dr.  Duffy.  Yes. 

Chairman  Hamilton.  The  tactical  warheads? 

Dr.  Duffy.  All  of  the  several  thousand. 

Chairman  Hamilton.  Now,  I  have  been  looking  at  the  specific 
purposes  of  Nunn-Lugar  as  stated  in  the  mission  legislation  will  be: 
One,  destruction  of  nuclear,  chemical  and  other  weapons;  two, 
transport,  disabling  and  safeguarding  the  weapons  in  connection 
with  the  destruction;  and  three,  establish  verifiable  safeguards 
against  the  proliferation  of  such  weapons.  When  you  look  at  spend- 
ing the  money,  you  are  spending  a  lot  of  money  on  environmental 
restoration,  building  military  housing,  establishing  and  expanding 
military-to-military  contracts,  and  the  demilitarization  and  conver- 
gence of  military  industries  and  capabilities. 

I  am  not  suggesting  that  those  expenditures  are  outside  of  Nunn- 
Lugar.  But  what  I  am  suggesting  is  that  most  of  the  money — 
maybe  not  most,  but  part  of  the  money  is  not  being  spent  in  the 
immediate  purposes  of  Nunn-Lugar.  How  do  you  respond  to  that? 

Dr.  Duffy.  Mr.  Chairman,  with  all  due  respect,  I  do  not  think 
that  the  figures  support  that.  If  you  look  at 

Chairman  Hamilton.  They  do  not  support  what? 
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Dr.  Duffy.  Your  assertion. 

Chairman  Hamilton.  What  is  my  assertion? 

Dr.  Duffy.  Your  assertion  is  that  large  amounts  of  funding  are 
not  being  spent  for  the  core  purposes  of  the  Nunn-Lugar  program. 
If  you  look  at  the  core  purposes — that  is  the  dismantlement  agree- 
ments, secure  storage,  transport  and  so  on — it  is  over  two-thirds  of 
the  funds  that  have  been  authorized  for  the  Nunn-Lugar  program. 
For  instance,  on  environmental  restoration,  the  U.S. 

QUARTERLY  REPORTS  ON  NUNN-LUGAR 

Chairman  Hamilton.  Let  me  tell  you  one  of  the  problems  here, 
Dr.  Duffy,  is  that  vou  do  not  reallv  say  that  in  your  report. 

Dr.  Duffy.  Well,  we  apologize  for  that. 

Chairman  HAMILTON.  The  law  requires  you  to,  did  you  know 
that? 

Dr.  DufF'Y.  In  the  quarterly  report 

Chairman  Hamilton.  Why  do  you  not  send  the  quarterly  reports 
to  us? 

Dr.  Duffy.  Well,  we  have — every  point  up  until  the  last  quar- 
terly report. 

Chairman  Hamilton.  And  why  was  that  not  sent? 

Dr.  Duffy.  Because  there  has  been  a  reorganization  within  the 
agency  to  better  handle  the  Nunn-Lugar  program. 

Chairman  Hamilton.  It  helps  if  we  have  the  reports,  and  then 
our  dialogue  can  be  a  little  better;  can  it  not? 

Dr.  Duffy.  We  apologize  for  that.  In  fact 

Chairman  Hamilton.  We  have  tried  to  get  it  from  you. 

Dr.  Duffy.  We  have  been  so  busy  completing  30  new  agreements 
with  the  Republics.  I  have  personally  been  to  the  region  myself  12 
times  since  I  .came  on  last  June.  So  we  apologize  for  that.  The  cur- 
rent quarterly  report 

NUMBER  of  staff  WORKING  ON  NUNN-LUGAR  PROGRAM 

Chairman  Hamilton.  How  many  people  do  you  have  working  on 
this.  Dr.  Duffy? 

Dr.  Duffy.  There  are  various  people  in  various  offices  that  deal 
with 

Chairman  Hamilton.  How  many  people  do  you  have? 

Dr.  Duffy.  In  my  own  office? 

Chairman  Hamilton.  No,  dealing  with  Nunn-Lugar. 

Dr.  Duffy.  There  are  some  people  in  OSD  policy  and  some  in  ac- 
quisition. 

Chairman  Hamilton.  How  many? 

Dr.  Duffy.  It  is  a  relatively  small  number. 

Chairman  Hamilton.  Ten?  500? 

Dr.  Duffy.  I  personally  have 

Chairman  Hamilton.  How  many  persons  in  the  Nunn-Lugar  pro- 
gram? 

Dr.  Duffy.  I  personally  have  four  staff. 

Chairman  Hamilton.  Is  that  all  of  the  people  in  the  U.S.  Gov- 
ernment that  deal  in  Nunn-Lugar? 

Dr.  Duffy.  I  will  give  you  a  full  report  for  the  record.  There  is 
also  an  office  in  acquisitions  that  deals  with  Nunn-Lugar,  and  I  do 
not  know  how  many  people  they  have. 
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Chairman  Hamilton.  Are  you  suggesting  in  your  testimony  that 
only  about  four  people  deal  with  the  implementation  of  Nunn- 
Lugar  money? 

Dr.  Duffy.  This  is  the  policy  aspect. 

Chairman  Hamilton.  I  understand  that.  My  question  is  how 
many  people  in  the  U.S.  Government  deal  with  Nunn-Lugar  fund- 
ing? 

Dr.  DUFF'Y.  There  are  a  number  of  people  in  various  offices,  and 
I  will 

Chairman  Hamilton.  Give  me  an  estimate. 

Dr.  Duffy.  I  will  come  back  to  you  with  a  full  answer. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:! 

The  number  of  people  working  on  the  Nunn-Lugar  program  in  the  Department 
of  Defense  is  estimated  at  approximately  52.  This  number  includes  military  and  ci- 
vilian personnel  at  the  Department  of  Defense.  It  does  not  include  contractor  per- 
sonnel, who  also  may  work  on  these  projects. 

Chairman  Hamilton.  Well,  I  mean,  is  it  five?  You  left  the  im- 
pression here  that  it  is  about  four  people. 

Dr.  DuFf^Y.  We  are  in  the  process  of  reorganizing  to  deal  better 
with  this  program. 

Chairman  Hamilton.  Well,  give  me  an  estimate.  I  mean,  the 
record  now  shows  about  four  people.  Is  that  what  you  are  suggest- 
ing? 

Dr.  Duffy.  I  do  not  know  the  number. 

Chairman  Hamilton.  I  do  not  expect  you  to  give  me  the  right 
number.  I  am  just  trying  to  get  an  estimate  for  the  record. 

Dr.  DuFF^Y.  I  would  expect  that  in  the  Defense  Nuclear  Agency, 
in  Acquisitions,  the  Assistant  to  the  Secretary  for  Atomic  Energy, 
OSD  Policy,  there  would  probably  be  50  or  75  people  total.  Many 
of  those  people  work  on  the  acquisition  side  in  the  actual  contract- 
ing and  implementation  of  the  programs. 

Chairman  Hamilton.  When  are  we  going  to  get  the  report? 

Dr.  Duffy.  The  report  has  been  signed  out  today. 

Chairman  Hamilton.  So  we  will  get  it  today? 

Dr.  Duffy.  Correct. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:) 

The  last  Quarterly  Report  for  fiscal  year  1993  was  submitted  to  Congress  on 
March  24,  1994.  The  first  semiannual  repoVt  for  fiscal  year  1994  was  submitted  on 
May  14,  1994. 

HREAKDOWN  of  NUNN-LUGAR  FUNDS 

Chairman  Hamilton.  Very  good.  Now,  let  us  go  back  to  that  ear- 
lier question,  because  that  is  an  important  point.  You  said  that 
most  of  the  money  that  is  being  spent  in  Nunn-Lugar  is  being 
spent  in  those  three  separate  programs. 

Dr.  Duffy.  That  is  correct,  sir. 

Chairman  Hamilton.  Well,  can  you  give  me  some  kind  of  break- 
down here?  I  know  I  have  given  you  an  approximate  figure  and 
your  opinion  may  not  reflect  current  numbers — but  can  you  give 
me  some  idea  of  how  much  money  is  going  into  these  areas  that 
I  suggested? 
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Dr.  Duffy.  Yes,  I  can.  The  new  breakdown  shows  the  funds  all 
used  a  little  bit  differently  than  you  did.  Perhaps  our  primary  goal 
over  the  past  year  has  been  to  prevent  the  emergence  of  new  nu- 
clear states.  That  is  the  Strategic  Arms  Dismantlement  Agree- 
ments with  Belarus,  Kazakhstan  and  Ukraine — $255  million.  En- 
suring the  safe  and  secure  transport  and  storage  of  nuclear  weap- 
ons— -$97  million.  I  can  give  you  a  very  full  brealcdown  if  you  would 
like,  but,  again,  over  $600  million  of  the  $988  million  authorized — 
and  you  have  to  remember  that  we  lost  over  $200  million  from  our 
1992  budget  when  the  appropriations  committees  refused  to  carry- 
over  

Chairman  Hamilton.  Are  you  giving  me  expenditures  or  obliga- 
tions? 

Dr.  Duffy.  This  is  not  expenditures  because,  if  you  are  talking 
about  the  breakdown  of  all  the  funds  authorized,  we  have  now 
signed  agreements.  So  virtually  all 

Chairman  Hamilton.  Let  me  just  ask  you  to  furnish  me  for  the 
record  here — what  I  am  interested  in  is  expenditures.  I  understand 
you  want  to  give  me  the  obligations.  I  want  expenditures. 

Dr.  Duffy.  Well,  there  are  signed  agreements  for  the  whole 

Chairman  Hamilton.  I  do  not  care  about  that.  I  want  expendi- 
tures. That  is  what  I  am  interested  in.  And  what  I  want  to  know 
is  how  much  money  you  have  expended  for  these  central  purposes 
as  of  any  date  you  want  to  choose,  and  how  much  money  has  gone 
into  the  other  things  that  I  have  mentioned;  OK? 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

Total  expenditures  in  the  form  of  disbursements  of  funds  obligated  for  the  CTR 
program  as  of  July  1,  1994  are  about  $55  million. 

Dr.  Duffy.  I  will — I  will  simply  remind  you  that  the  agreements, 
for  instance  with  two  of  the  countries,  were  not  signed  until  De- 
cember 4. 

Chairman  Hamilton.  I  understand  that.  I  understand  that.  I 
have  dealt  so  much  with  obligations,  Dr.  Duffy;  I  have  very  big 
doubts  about  obligations. 

Dr.  Duffy.  I  understand. 

gnp  and  privatization  figures 

Chairman  Hamilton.  OK.  Now,  let  us  go  to — ^you  were  quoting 
some  rather  interesting  figures  on  privatization,  to  me,  early  on  in 
the  testimony,  and  indicating  that — I  think  you  said  if  I  heard  you 
correctly — that  70  percent  of  Western  businesses  have  been 
privatized. 

Mr.  Collins.  That  is  small  businesses  and  restaurants,  sir.  It  is 
not 

Chairman  Hamilton.  Now  let  us  put  that  in  the  terms  of  a  GDP 
for  me.  What  does  privatization  mean  in  terms  of  the  gross  domes- 
tic product  of  Russia?  I  mean,  that  is  the  important  figure,  is  it 
not? 

Mr.  Collins.  I  think  my  estimate  would  be  something  like  20  to 
25  percent,  but  I  would  like  to  furnish  that  for  the  record.  So  that 
I  do  not  give  you  a  seat  of  the  pants. 
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[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

The  Russian  mass  privatization  program  has  fundamentally  changed  the  nature 
and  orientation  of  the  Russian  economy.  Examples  of  Russia's  success  include: 

— As  of  May  31,  1994,  70  percent  of  Russian  industry  had  been  privatized,  rep- 
resenting more  than  50  percent  of  the  gross  national  product; 

— 40  million  Russian  citizens  have  become  shareholders,  exerting  pressure  on 
both  new  and  old  management  to  follow  practices  of  strict  corporate  governance; 

— Privatized  firms  are  beginning  to  raise  new  capital  on  Russia's  emerging  stock 
exchanges; 

— Privatized  enterprises  are  responding  to  market  conditions  as  evidenced  by  the 
following: 

•  60  percent  have  diversified  products; 

•  60  percent  changed  suppliers; 

•  50  percent  have  introduced  new  payments  systems,  such  as  incentive  awards 
and  bonuses;  and 

•  45  percent  laid  ofT  workers  (yet  there  is  no  evidence  that  unemployment  is 
on  the  rise  since  there  was  much  hidden  unemployment  and  forced  vacations). 

The  U.S.  Government  should  capitalize  on  the  success  of  the  mass  privatization 
and  associated  market  reform  programs  in  Russia  to  continue  to  support  the  rapid 
pace  of  economic  transformation.  While  privatization  has  made  huge  strides  in  Rus- 
sia, restructuring  of  the  Russian  economy  and  the  development  of  systems  to  ensure 
the  commercial  viability  of  enterprises  has  just  begun.  Subsidies  to  Russian  enter- 
prises have  been  cut  dramatically  and  shareholders  are  exercising  a  growing  influ- 
ence over  many  enterprises.  For  example,  during  10  percent  of  the  first  shareholders 
meetings  in  three  regions  recently  studies,  the  shareholders  of  newly  privatized  en- 
terprises voted  to  replace  the  management. 

To  assist  these  developments  in  the  post-voucher  privatization  phase  of  Russian 
enterprise  reform,  the  U.S.  Government  will  provide  assistance  in  six  important 
areas:  (1)  asset  transfer  through  cash  auctions;  (2)  improving  corporate  governance; 
(3)  capital  markets  development;  (4)  commercial  law  and  regulatory  reform;  (5)  land 
privatization  and  reform;  and,  (6)  spin  off  of  social  assets  to  both  the  public  and  pri- 
vate sector.  In  addition,  the  Russian-American  Enterprise  Fund,  the  Fund  for  Large 
Enterprises  in  Russia,  and  the  Defense  Conversion  Fund  are  designed  to  help  en- 
courage U.S.  companies  to  enter  into  joint  venture  arrangements  with  these  newly 
privatized  firms.  To  date,  the  reemergence  of  Russian  nationalism  has  played  a  very 
minor  role  in  efforts  to  facilitate  greater  U.S.  investment  in  Russia. 

Chairman  HAMILTON.  Well,  that  is  good.  I  understand,  it  is  an 
estimate.  Now  what  does  privatization  mean  in  this  context?  What 
are  we  really  talking  about?  You  have  a  system  here,  as  I  under- 
stand it,  they  do  not  have  a  different  system.  They  do  not  have  any 
commercial  laws.  They  do  not  have  a  banking  system.  They  do  not 
have  capital  markets.  I  am  not  even  sure  they  have  private  owner- 
ship. I  do  not  know.  I  am  struggling  to  understand  the  word 
"privatized"  in  the  Russian  context.  What  does  it  mean?  When  you 
say  something  is  privatized,  what  do  you  mean  by  that? 

Mr.  Dine.  That  means  a  state-owned  enterprise  is  being  sold  to 
private  entrepreneurs. 

Chairman  Hamilton.  And  that  is  possible  under  this  system? 

Mr.  Dine.  So  far.  Now  there  are  some  problems.  But  it  gets  much 
more  complicated  as  the  system  comes  into  play.  They  get  an  op- 
portunity to  basically  become  shareholders. 

Chairman  Hamilton.  One  of  the  criticisms  that  is  made  some- 
times is  that  the  Soviet  bureau  managers  are  manipulating  the 
system  to  buy  up  enterprises  that  they  used  to  control.  Is  that  hap- 
pening? 

Mr.  Dine.  To  the  best  of  my  knowledge,  that  is  happening.  And 
that,  sir,  is   why  the  post-privatization   period,  frankly  from   my 
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point  of  view,  is  even  more  important  than  this  privatization  pe- 
riod. 

Chairman  Hamilton.  What  do  you  mean  post-privatization? 

Mr.  Dine.  Once  these  enterprises  are  in  the  hands  of  private  citi- 
zens and  in  many  cases,  the  leading  owners  are  the  former  Soviet 
managers,  then  it  may  be  up  to  the  board  and  the  shareholders  to 
determine  the  directives — who  will  lead  these  companies  into,  basi- 
cally, the  profit-making  period.  And  I  think  we  are  going  to  see  a 
lot  of  change  in  the  board  members. 

Chairman  Hamilton.  Let's  look  at  the  AID  privatization  money 
for  a  minute.  If  my  figures  are  correct,  you  have  now  expended  $47 
million  for  privatization.  If  you  look  at  how  that  money  is  spent, 
$10  million  goes  to  Price  Waterhouse  to  go  work  with  the  Russians; 
$8  million  goes  to  Sawyer  Miller  to  develop  a  national  public  edu- 
cation campaign;  $4  million  goes  to  Price  Waterhouse  and  to  Har- 
vard for  long-term  advisement  to  the  Russian  Government  on  pri- 
vatization; $7  million  goes  to  Deloitte  Touche  to  provide  technical 
assistance;  and  then  $1  million  to  Peat  Marwick  to  assist  in  devel- 
oping and  expediting  the  privatization  process. 

In  other  words,  if  you  look  at  the  money  expended  on  privatiza- 
tion, it  is  basically  going  to  American  consultants.  And  this  ques- 
tion was  raised  a  little  earlier,  I  think,  with  respect  to  that  Wall 
Street  Journal  article,  is  this  really  the  best  use  of  American 
money  for  privatization?  And  why  do  you  have  to  have  so  many  dif- 
ferent contracts  of  technical  assistance  here  on  privatization? 

Mr.  Dine.  The  centerpiece  for  economic  reform  is  privatization. 
And  in  the  early  days,  in  fact 

Chairman  Hamilton.  Mr.  Dine,  please  let  me  interrupt  you  be- 
fore you  respond.  As  I  understand  it,  all  of  these  American  groups 
now  are  advising  the  Russian  Government  on  privatization.  I  may 
not  be  right  about  that.  You  have  vigorous  dissent  being  exhibited 
in  the  second  row  back  there.  I  may  not  be  correct  about  that.  You 
correct  me  if  I  am  wrong. 

Mr.  Dine.  The  centerpiece  for  economic  reform  so  far  has  been 
the  privatization  effort.  And  what  interpretation  in  the  early  days, 
following  the  passages  of  the  Freedom  Support  Act,  we  developed 
projects  that  would  help  the  reformer,  particularly  those  in  the  pri- 
vatization centers  in  Moscow,  to  get  this  process  started. 

It  is  the  Administrator  of  AID,  Brian  Atwood's,  policy  to  keep  the 
process  competitive,  but  also  to  expand  outreach  to  new  technical 
advisors.  And  in  the  next  series  of  contracts,  we  will  let  as  many 
people  as  possible  know  throughout  the  country — the  west  coast, 
south,  north,  mid-west,  as  well  as  the  East — that  this  is  going  to 
take  place,  that  we  will  be  looking  forward  to  various  proposals, 
and  that  we  want  to  make  this  as  competitive  and  broad-based  as 
possible.  We  want  minorities;  we  want  West  Coasters;  we  want 
people  who  have  never  dealt  with  the  U.S.  Grovernment  before  to 
come  into  this  program. 

Chairman  Hamilton.  Is  it  not  more  important,  Mr.  Dine,  that 
the  privatization  process  that  we  are  trying  to  create  is  beginning 
to  have  a  noticeable  impact  on  the  lives  of  the  citizens  in  Russia: 

Mr.  Dine.  Every  Russian  citizen  who  now  has  either  a  voucher 
or  a  real  share  in  the  economy,  may  rate  as  a  "new  person."  It  is 
Jeffersonian. 
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Chairman  Hamilton.  I  understand  that. 

Mr.  Dine.  It  is  strictly  society. 

Chairman  Hamilton.  We  are  all  part  of  the  program.  I  under- 
stand that.  But  how  do  you  expect  the  impact  of  it  right  now,  so 
far  as  ordinary  Russians  are  concerned?  If  I  walk  down  the  street 
in  major  Russian  towns  and  ask  them  what  do  you  think  of  that 
AID  privatization  program,  what  is  their  comment? 

Mr.  Dine.  I  think  they  would  question  your  question. 

Chairman  Hamilton.  What  is  that? 

Mr.  Dene.  I  think  they  would  question  your  question.  It  is  not 
well-known,  but 

Chairman  Hamilton.  You  mentioned  one  contractor,  Sawyer  Mil- 
ler. 

Mr.  Dine.  This  is  an  effort  by  the  reformers  to  get  the  message 
out.  As  you  know,  every  Russian  home  has  a  television.  It  was  a 
part  of  the  Soviet  system.  Every  Ukrainian  home  has  a  radio — sev- 
eral. If  you  use  the  electronic  media  to  explain  these  totally  revolu- 
tionary ideas  to  them,  we  have  an  opportunity  to  get  the  message 
across.  So  part  of  the  contracting  was  to  deal  with  our  own  public 
relations  firms,  which  were  accepted,  and  to  get  the  message  out 
that  this  privatization  was  taking  place.  So  Russian  citizens  have 
commonly  participated,  as  a  result. 

Chairman  Hamilton.  Excuse  me.  Privatization  is  not  an  Amer- 
ican program.  It  is  a  Russian  program  to  which  we  assist. 

Mr.  Dine.  And  it  is 

Chairman  Hamilton.  You  know,  even  the  new  mayor  of  New 
York  is  thinking  about  privatizing  the  hospitals.  So  it  is  not  some- 
thing that  has  been  part  of  our  lexicon.  But  it  is  used  in  New  York 
and  more  and  more  in  Asia,  and  Latin  America. 

Mr.  Collins.  Mr.  Chairman,  could  I  just  give  you  a  few  points 
from  someone  who  was  there,  at  least  the  beginning  of  it.  First  of 
all,  just  a  couple  of  growth  statistics:  somewhere  around  110  mil- 
lion people  picked  privatization  vouchers.  And  I  can  tell  you  that 
that  was  after  virtually  all  of  the  intelligentsia  in  Moscow  told  me 
that  nobody  would  pay  any  attention  to  this  thing.  Why  did  they 
do  it?  Because  each  one  of  them  thought  they  were  going  to  get  a 
little  piece  of  the  patrimony.  That  was  important. 

Secondly,  we  now  have  something  like  40  to  50  million  shares 
that  have  already  been  invested  or  picked  up  by  people.  There  are 
a  lot  of  people  now  who  have  an  individual  stake  in  some  outcome 
of  some  firm.  That  is  very  important. 

Chairman  Hamilton.  Is  that  all  spread  around  the  country,  or 
is  that  mostly  in  two  or  three  regions 

Mr.  Collins.  That  is  quite  well  spread  around.  Its  path  is  not 
uniform. 

Thirdly,  and  this  is  purely  impressionistic,  but  I  would  say  to  you 
that  the  privatization  of  the  small  and  medium  business  is  a  real 
evolution.  The  fact  of  the  matter  is  there  is  a  new  ability  to  get 
goods  onto  the  market,  make  them  available  to  consumers,  have 
services  available.  That  simply  was  not  there  2V2  years  ago.  And 
I  would  cite  the  food  distribution  system,  which  has  many,  many 
problems.  But  the  basic  privatization  of  the  food  shops,  or  at  least 
the  opportunity  to  run  them,  has  meant  that  food  is  now  available. 
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and  lines  largely  have  disappeared.  And  it  has  brought  hope  across 
the  country. 

Now,  I  believe  that  the  Russian  entrepreneur  is  a  pretty  re- 
sourceful fellow,  and  people  have  taken  a  great  deal  of  this  to  make 
a  case. 

DEMOCRATIC  PROGRAMS  AND  ACTIVITIES 

Chairman  Hamilton.  Let  me  ask  you  a  little  bit  about  democra- 
tization. Now,  again,  AID  has  expended  $13.7  billion  for  democratic 
programs  and  activities  as  of  December,  1993;  $7  million  of  that 
has  been  expended  in  Russia.  And  as  I  understand  it,  the  largest 
portion  of  the  assistance  has  been  used  to  strengthen  political 
party  developments.  Do  you  just  give  the  money  to  the  political 
parties  you  like? 

Mr.  Dine.  We  do  not.  There  is  no  cash  exchanged.  We  engage  ex- 
perts both  in  our  own  country  and  in  the  NIS  who  are  familiar 
with  the  political  process,  who  know  how  to  build  and  strengthen 
political  parties.  And  they  go  and  offer  the  techniques  that  have 
been  successful  here  to  various  political  parties. 

Chairman  Hamilton.  All  of  them? 

Mr.  Dine.  Normally,  no. 

Chairman  Hamilton.  Just  the  ones  you  like? 

Mr.  Dine.  No,  the  mainstream  political  parties. 

Chairman  Hamilton.  How  about  Zhirinovsky?  Did  we  give  him 
the  cash? 

Mr.  Dine.  Not  a  wink. 

Chairman  Hamilton.  So  most  of  that  goes  through  the  National 
Endowment  for  Democracy,  is  that  right?  A  good  portion  of  it? 

Mr.  Dine.,  A  certain  portion.  But  we  also  deal  with  nongovern- 
mental organizations  here.  We  work  with  the  Election  Board  in 
these  various  countries,  making  sure  there  are  ballot  boxes;  that 
there  are  rules  and  regulations;  and  to  guarantee,  where  possible, 
free  and  fair  elections. 

Chairman  Hamilton.  So  you  are  basically  concerned  about  the 
procedures  of  an  election;  is  that  correct? 

Mr.  Dine.  That  is  correct. 

Mr.  Collins.  If  I  might  say,  sir,  that  part  was  very  much  wel- 
comed by  the  Central  Election  Commission  in  both  the  referendum 
in  Spring,  1993  and  in  the  recent  parliamentary  election. 

REPEAL  of  section  907 

Chairman  Hamilton.  I  am  going  to  jump  around  a  little  bit  here, 
but  I  want  to  ask  you  about  the  administration's  rewrite  of  the  For- 
eign Aid  Bill  that  repeals  sections  907  of  the  Freedom  Support  Act, 
that  prohibits  the  United  States  from  giving  assistance  to  the  gov- 
ernment of  Azerbaijan  until  the  President  determines  that  the  Gov- 
ernment of  Azerbaijan  is  taking  demonstrable  steps  to  cease  all 
blockades  and  other  offensive  uses  of  force  against  Armenia.  And 
we  want  to  clarify,  why  is  it  you  are  seeking  to  repeal  section  907? 

Mr.  Simons.  Congressman,  my  understanding  is  that  the  re- 
moval of  this  provision  was  not  specific  to  the  case.  That  the  ad- 
ministration wants  to  remove  a  whole  series  of  such  restrictions. 
And  so,  it  was  not  directed  specifically  at  907. 
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Chairman  Hamilton.  It  does  not  represent  a  change  of  policy, 
then? 

Mr.  Simons.  That  is  correct. 

Chairman  Hamilton.  Well 

Mr.  Simons.  That  is  what  I  am  trying  to  get  at.  It  does  not  rep- 
resent a  change  of  policy,  but  the  aaministration  would  prefer  not 
to  see  any  of  this  on  our  assistance  program.  And  the  specific  re- 
striction on  aid  to  the  Government  of  Azerbaijan  as  currently  writ- 
ten is  a  real  limited  authority  to  provide  humanitarian  assistance 
to  that  country,  so  that  you  have  democracy  program.  So  the  Con- 
gress may  wish  to  reevaluate  the  effectiveness  of  this  restriction 
and  consider  allowing  such  activities  as  humanitarian  assistance, 
basic  democracy  programs,  and  possibly  trade  and  investment  op- 
portunities for  U.S.  firms. 

That  said,  this  step  is  not  directed  specifically  to  907.  It  does  not 
represent  a  change  of  policy.  Though  we  will,  of  course,  continue 
to  adhere  to  the  conditions  of  the  Freedom  Support  Act  as  cur- 
rently written. 

timeframe  for  U.S.  assistance 

Chairman  Hamilton.  OK.  Now  what  about  the  question  about 
the  duration  of  our  assistance?  The  Freedom  Support  Act  report 
underscores  that  the  assistance  to  the  NIS  is  transitional  and  tem- 
porary. And  as  a  matter  of  fact,  I  guess,  with  regard  to  Russia, 
Ukraine,  and  Belarus,  the  plans  suggest  phasing  out  funding  by 
fiscal  year  1998.  And  yet,  as  vou  have  described  this  morning, 
there  are  just  enormous  tasks  tnere  to  be  achieved.  Give  me  some 
sense  of  your  idea  of  the  duration  period.  Mr.  Collins,  you  early  on 
I  remember,  said  how  this  was  going  to  be  quite  long-term  and  you 
used  the  phrase  in  your  statement  about  the  long  haul.  Are  we  be- 
ginning here  an  aid  program  that,  like  in  the  Middle  East  program, 
goes  on  and  on  and  on  for  decades?  I  mean,  just  how  do  you  size 
it  up  at  the  moment? 

Mr.  Collins.  Mr.  Chairman,  I  think  it  is  fully  the  intention  of 
those  of  us  who  are  working  with  this  program  that  this  not  be- 
come a  permanent  fixture  of  U.S.  Government  activity.  I  think  that 
Ambassador  Simons  mentioned  earlier  that  we  believe  basically 
that  unless  we  are  able  to  see  the  results  of  decisions  by  these  soci- 
eties, themselves,  sort  of  within  the  decade,  we  are  afraid  that  the 
process  we  are  trying  to  support  is  not  going  to  be  working  effec- 
tively. 

Chairman  HAMILTON.  Your  report  says  that  we  should  end  by  fis- 
cal year  1998  a  number  of  these  programs. 

Mr.  Collins.  That  is  correct.  And  I  think  what  I  would  say,  first 
of  all,  if  I  might,  I  would  come  back  to  your  question  about  expend- 
itures. I  think  that  the  programs  will  probably  continue  for  a  pe- 
riod beyond  that.  What  I  believe  was  envisioned  here  was  trying 
not  to  seek  more  money  beyond  1998,  if  I  am  correct. 

Chairman  Hamilton.  OK. 

Mr.  Collins.  And  that  is  our  timeframe. 

Chairman  Hamilton.  In  any  event,  you  are  looking  upon  this 
program  as  one  that  has  a  definite  end  some  time  toward  the  end 
of  this  decade? 

Mr.  Collins.  That  is  correct. 
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Chairman  Hamilton.  And  then,  also,  the  report  states  that  you 
have  plans,  'To  better  focus  resources  on  sectors  most  critical  to 
successful  reform,  settling  for  preconditions  to  investors  that  prom- 
ise prompt,  visible  payback."  Now,  I  think  you  have  a  lot  of  dif- 
ferent programs  out  there:  privatization;  democratization;  officer 
resettlement;  and  you  have  a  lot  of  enterprise  funds  floating 
around;  you  have  the  technical  assistance  programs  and  all  the 
rest.  What  do  you  mean  when  you  are  trying  to  plan  for  a  better 
focus  of  resources?  Does  that  suggest  you  are  going  to  center  on  one 
or  two  of  these  more?  And  what  does  it  mean  in  terms  of  regions? 

Mr.  Simons.  Mr.  Chairman,  it  means  a  number  of  things.  The 
seven  priorities,  which  I  have  identified  already,  provide  a  certain 
focus.  We  would  wish  to  refine  programs  and  to  drop  the  poor  and 
drop  the  nonperformers  within  these  priorities  as  we  move  forward. 
We  are  switching  now  from  humanitarian  assistance  to  technical 
assistance,  as  I  mentioned  earlier.  That  is  a  focus  on  structural  re- 
form, rather  than  simply  easing  the  pain  of  transition.  And  we  are 
in  the  process  of  seeking  to  identify  regions  within  Russia — we  may 
expand  it  to  other  New  Independent  States — but  in  Russia  where 
there  appears  to  be  a  significant  political  real  capacity  to  move  for- 
ward in  the  economic  reform,  to  see  if  we  cannot  bundle  various 
programs  in  those  reforming  regions. 

Chairman  Hamilton.  Would  you  be  able  to  identify  for  me  now, 
for  example,  areas  where  you  would  be  scaling  back  your  involve- 
ment? 

Mr.  Simons.  I  am  not  in  a  position  to  do  that. 

Chairman  HAMILTON.  Would  you  be  in  a  position  to  do  it  a  few 
months  from  now? 

Mr.  Simons.  Well,  if  only,  Mr.  Chairman,  because  we  are  looking 
at  a  reduction  of  availability  of  funds  from  $2.5  to  $900  million.  We 
are  going  to  be  forced  into  that  process  by  the  budget  process.  So 
we  wish  to  do  it  on  behalf  of  the  President. 

CHANGE  in  distribution  OF  AID 

Chairman  Hamilton.  Now  with  regard  to  regions,  and  particu- 
larly Republics.  If  you  look  at  these  expenditure  reports,  about  56 
percent  of  the  total  obligations — now,  I  am  using  the  word  "obliga- 
tions"— go  to  the  Russian  Republic.  If  you  look  at  expenditures,  it 
is  just  a  bit  lower.  It  is  about  50  percent.  And  then  the  second  larg- 
est recipient  is  Armenia,  about  10  percent.  Is  that  about  the  way 
you  think  the  distribution  will  run  here  for  a  period  of  time,  rough- 
ly 50  percent  of  the  aid  will  be  going  to  Russia?  Or  do  you  see  any 
changes  coming  about  and  that  you  will  draft  a  different  distribu- 
tion? 

Mr.  Dine.  The  Ukraine  is  going  to  go  up. 

Chairman  Hamilton.  Go  up. 

Mr.  Dene.  We  are  trying  very  hard  to  work  with  the  reformers 
there. 

Chairman  Hamilton.  One  of  the  things  I  will  ask  you  to  do  is 
to  furnish  us  a  country-by-country  breakdown  and  how  you  plan  to 
use  the  1995  request.  I  presume  the  total  will  increase  the 
Ukraine. 
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[The  information  appears  in  the  appendix.] 

Mr.  Simons.  Mr.  Chairman. 

Chairman  Hamilton.  Yes,  sir. 

Mr.  Simons.  With  regard  to  that,  may  I  put  before  you  simply 
the  difficulty  we  have  in  making  figures  like  that  public  because 
of  the  sense  of  entitlement  that  it  creates  in  the  countries,  them- 
selves. 

Chairman  Hamilton.  If  you  want  to  classify  them,  that  is  OK. 
Well,  I  am  running  out  of  time  here  and  I  suspect  you  are  glad  to 
hear  that. 

SHIFT  IN  U.S.  POLICY  TOWARD  RUSSIA 

Just  to  conclude,  there  have  been  some  articles  in  the  press  re- 
cently— this  involved  a  policy  kind  of  question — that  you  are  shift- 
ing U.S.  policy  toward  Russia.  Been  getting  tougher  on  Russia, 
warning  Russia  about  its  role  and  ambitions  abroad — the  near 
abroad.  A  tougher  stance  on  international  loans.  Providing  new  as- 
sistance programs  to  Kazakhstan  and  the  Ukraine.  And  what  could 
emerge  is  an  authoritarian,  imperial  state  hostile  to  the  West  and 
so  forth. 

If  you  look  at  that  language  and  compare  it,  for  example,  with 
the  language  of  the  Moscow  Declaration,  one  might  conclude  that 
we  really  are  shifting  policy.  Certainly  shifting  rhetoric.  How  about 
that? 

Mr.  Collins.  Mr.  Chairman,  I  do  not  subscribe  to  the  proposition 
that  we  are  shifting  policy.  I  think  the  basics  of  the  policy  have 
been  consistent,  which  is  that  we  stand  four-square  and  behind  the 
independence  and  sovereignty  of  the  New  Independent  States,  and 
we  expect  the  governments  of  those  states  to  respect  the  security 
and  independence  of  their  neighbors  and  each  other. 

I  think  it  is  true  that  we  have  gone  through  a  period  of  what  I 
think  one  of  by  bosses  called  "honeymoon,"  and  that  we  are  per- 
haps now  in  the  process  of  having  to  define  a  more  stable  marriage. 
But  I  believe  that  we  are  not,  in  essence,  shifting  policy  in  as  much 
as  we  are  simply  realizing  that  with  a  Russia  that  is  more  mature, 
and  its  new  institutions,  and  has  survived  2  or  3  years  after  a  ex- 
traordinary experience  of  the  dissolution  of  the  Soviet  Union,  and 
the  other  states  in  a  large  part  the  same,  Russia  is,  itself,  trying 
to  define  its  role  in  the  world.  That  inevitably  is  going  to  raise 
questions  about  what  its  intentions  are. 

We  are  talking  with  them.  Mr.  Kozyrev  reaffirmed,  as  I  men- 
tioned, the  interest  of  Russia  in  developing  our  cooperation.  We 
have  made  clear  to  them  that  that  is  a  two-way  street,  and  that 
it  depends  on  their  respect  for  international  standards  and  norms. 

Chairman  Hamilton.  How  do  you  characterize  the  U.S. -Russian 
relationship  today?  We  have  had  the  debate  in  this  town  about 
partners  and  rivals  and  so  forth.  How  would  you  describe  it? 

Mr.  Collins.  I  describe  it  as  a  partnership  and  I  describe  it  as 
a  maturing  partnership.  I  think  any  of  us  who  know  what  a  part- 
nership is,  realizes  there  are  differences. 

Chairman  Hamilton.  Do  you  reject  the  characterization  of  ri- 
vals? 
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Mr.  Collins.  I  think  there  are  places  in  which  we  are  going  to 
disagree.  There  will  be  cases  in  which  we  compete.  I  certainly 
have 

Chairman  Hamilton.  Are  those  going  to  be  largely  in  the  eco- 
nomic area? 

Mr.  Collins.  I  think  they  will  be  largely  in  the  economic  area. 
But  they  will  also  be  as  two  great  nations'  competition  over  the 
focus  we  take  on  different  issues.  I  think  that  is  inevitable.  But  I 
do  not  think  it  means  we  have  to  go  back  to  the  kind  of  confronta- 
tion of  the  cold  war. 

PARTNERSHIP  FOR  PEACE 

Chairman  Hamilton.  Do  you  welcome  the  statement  of  the  Rus- 
sian Defense  Minister  that  Russia  is  willing  to  join  the  Partnership 
for  Peace  by  the  end  of  the  month? 

Mr.  Collins.  Yes,  sir,  we  do. 

Chairman  Hamilton.  And  they  said  something  about  basic  con- 
ditions for  joining  the  PFP.  Do  you  know  what  those  conditions 
are? 

Mr.  Collins.  The  last  word  we  have  is  that  they  intend  to  join 
the  Partnership  for  Peace.  They  understand  that  we  cannot  create, 
if  you  will,  an  exception  for  Russia  in  the  way  it  will  join.  The 
question  of  exactly  what  their  work  program  and  program  of  par- 
ticipation is  going  to  be  is  one  we  cannot  tell  you  yet  because  we 
have  not  seen  it. 

Chairman  Hamilton.  How  will  our  friends  in  Central  and  East- 
ern Europe  respond  to  Russia  becoming  a  part  of  the  Partnership 
for  Peace? 

Mr.  Collins.  Well,  we  certainly  understand  it  has  been  envi- 
sioned from  the  very  beginning  that  Russia  would  sign  up  as  a  reg- 
ular member  of  the  Partnership  for  Peace. 

Chairman  Hamilton.  They  are  not  objecting  to  it? 

Mr.  Collins.  And  they  are  not  objecting  to  it. 

Chairman  Hamilton.  I  think  we  will  have  a  number  of  questions 
to  submit  to  you.  Thank  you  very  much,  for  your  testimony  this 
morning. 

Mr.  Simons.  Mr.  Chairman. 

Chairman  Hamilton.  Yes,  indeed. 

figure  for  expenditures 

Mr.  Simons.  At  the  risk  of  appearing  pesky  and  contentious,  does 
is  the  9  percent  figure — my  mother  went  to  De  Paul.  It  breeds  a 
certain  temperament. 

Chairman  Hamilton.  She  is  very  well  educated. 

Mr.  Simons.  Mr.  Chairman,  I  think  using  the  9  percent  figure  for 
expenditures,  I  think,  would  be  very  unfair  to  your  constituents.  As 
of  December  31,  1993,  we  had  available  $703  million  in  funds — 
1992-93  funds.  In  1994,  money  was  not  available  until  January, 
because  the  congressional  process  was  not  complete  and  we  did  not 
receive  the  $979  million  from  Defense  until  this  month. 

Of  the  $703  million  available,  $239,  by  the  figures  you  are  look- 
ing at,  was  expended,  which  is  a  little  under  50  percent.  We  con- 
sider that  inadequate.  We  would  like  to  push  up  the  expenditure 
rate  on  sound,  solid  programs. 
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Chairman  Hamilton.  Now  look,  Mr.  Simons,  I  do  not  know  what 
figure  you  are  quoting  to  me  fi^om.  But  what  I  am  reading  off  of 
here  is  this — the  same  thing  you  are,  I  think.  And  what  impresses 
me  is  the  amount  of  money  I  voted  for,  and  which  the  Russians 
surely  had  some  expectation  they  were  going  to  receive  and  the 
other  countries,  too.  And  what,  in  fact,  tney  have  gotten  is  $141 
million.  Now  that  is  according  to  your  chart. 

Mr.  Simons.  It  is  but  that  is  the  central  point.  It  is  not  9  percent 
of  what  is  available.  It  was  50  percent  of  what  was  available  at  the 
time. 

Chairman  Hamilton.  How  do  you  get  the  50  percent? 

Mr.  Simons.  By  subtracting  the  $2.5  billion  in  1994  funds,  which 
were  not  available  on  the  31st  of  December,  1993. 

Chairman  Hamilton.  Of  the  various  fiscal  years,  what  are  you 
excluding?  You  are  just  knocking  out  for  fiscal  year  1994  is  that  it, 
the  $904  million? 

Mr.  Simons.  And  the  supplemental.  And  the  1993  supplemental. 

Chairman  Hamilton.  You  are  knocking  out  all  of  the  big  figures. 

Mr.  Simons.  I  am  knocking  out  the  $2.5  billion  because 

Chairman  Hamilton.  The  House  of  Representatives  and  the  U.S. 
Senate  voted  for  money.  That  money  is  publicized  all  over  the 
world.  This  amount  of  money  is  going  to  be  available  for  aid  to 
Russia.  The  Russians  read  that.  They  have  a  right  to  expect  it. 
They  do  not  get  it.  They  get  9  percent  of  the  amount  of  money  that 
we  have  said  we  were  going  to  send  to  them.  Forget  all  of  the  bu- 
reaucratic business.  They  are  getting  9  percent.  That  is  the  point. 
And  I  am  having  to  defend  my  vote  of  $3.2  billion.  It  would  be  a 
lot  easier  for  me  to  defend  $141  million  to  Russia  and  $284  million 
total.  That  is  the  point. 

We  stand  adjourned. 

[Whereupon,  at  12:11  p.m.,  the  subcommittee  was  adjourned.] 
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WEDNESDAY,  APRIL  13,  1994 

House  of  Representatives, 
Committee  on  Foreign  Affairs, 
Subcommittee  on  Europe  and  the  Middle  East, 

Washington,  D.C. 

The  subcommittee  met,  pursuant  to  call,  at  9:34  a.m.,  in  room 
2172,  Rayburn  House  Office  Building,  Hon.  Lee  M.  Hamilton 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Hamilton.  The  meeting  of  the  subcommittee  will 
come  to  order.  The  Subcommittee  on  Europe  and  the  Middle  East 
meets  today  in  open  session  to  discuss  the  fiscal  year  1995  foreign 
assistance  request  for  the  Middle  East. 

This  is  the  third  and  final  hearing  in  a  series  that  the  sub- 
committee is  holding  on  U.S.  assistance  programs  in  the  regions  of 
its  jurisdiction. 

The  administration's  request  for  programs  in  support  of  the  Mid- 
dle East  peace  process  for  fiscal  year  1995  is  $5,225  billion. 

We  are  also  interested  in  discussing  this  morning  our  humani- 
tarian assistance  program  in  northern  Iraq  for  fiscal  year  1995. 
The  administration  has  requested  $15  million  from  the  Defense  De- 
partment Appropriations  Bill  for  this  purpose. 

These  programs,  of  course,  are  of  special  interest  to  many  Mem- 
bers of  Congress.  The  Middle  East  receives  a  greater  percentage  of 
U.S.  foreign  assistance  than  any  other  region  in  the  world. 

Our  assistance  programs  play  an  important  part  in  support  of 
the  Middle  East  peace  process,  the  success  of  which  is  of  great  con- 
cern to  the  United  States. 

Our  witnesses  today  are  the  Honorable  Daniel  C.  Kurtzer,  Dep- 
uty Assistant  Secretary  of  State,  Bureau  of  Near  Eastern  Affairs, 
Department  of  State;  the  Honorable  Margaret  Carpenter,  Assistant 
Administrator  for  Asia  and  the  Near  East,  Agency  for  International 
Development;  and  the  Honorable  Frederick  C.  Smith,  Director,  Re- 
gional Security  Affairs,  Near  East  and  South  Asia,  Department  of 
Defense. 

Gentlemen  and  Ms.  Carpenter,  we  welcome  you  before  the  sub- 
committee this  morning.  Your  prepared  statements,  of  course,  will 
be  entered  into  the  record  in  full. 

I  ask  each  of  you  to  summarize  those  statements.  I  hope  you  will 
not  take  longer  than  5  minutes.  Just  give  me  the  highlights,  if  you 
would.  And  then  we  will  turn  to  questions. 

Does  it  make  any  difference  to  you  who  leads  off?  Mr.  Kurtzer, 
are  you  leading? 
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All  right,  sir,  go  ahead. 


STATEMENT  OF  DANIEL  C.  KURTZER,  DEPUTY  ASSISTANT 
SECRETARY  OF  STATE,  BUREAU  OF  NEAR  EASTERN  AFFAIRS 

Mr.  KuRTZER.  Thank  you,  Mr.  Chairman,  and  distinguished 
members  of  the  subcommittee.  I'm  pleased  to  appear  before  you  to 
discuss  issues  in  U.S.  assistance  to  the  Middle  East. 

The  single  largest  line  item,  as  you  noted  in  your  opening  re- 
marks and  the  administration's  proposed  international  anairs 
budget  for  fiscal  year  1995,  is  for  the  Middle  East  peac«j  process, 
at  $5,225  billion. 

It  is  no  exaggeration  to  say  that  these  funds  play  a  direct  and 
vital  role  in  promoting  our  objectives  in  the  peace  process. 

The  budget  request  is  part  of  the  proposed  Peace,  Prosperity  and 
Democracy  Act  of  1994.  This  charter  legislation  is  now  pending  be- 
fore this  committee  and  would  replace  the  33-year-old  Foreign  As- 
sistance Act  to  serve  as  a  valuable  policy  framework  for  years  to 
come. 

Let  me  summarize  briefly  some  of  the  highlights  in  the  prepared 
statement  that  will  be  submitted  for  the  record. 

Since  the  Madrid  Conference  in  October,  1991,  Arabs  and  Israelis 
have  engaged  almost  continuously  in  bilateral  and  multilateral  ne- 
gotiations aimed  at  a  comprehensive  peace  settlement  based  on 
U.N.  Security  Council  Resolutions  242  and  338. 

Significant  milestones  have  been  achieved.  Last  September,  Is- 
rael and  the  Palestine  Liberation  Organization  signed  a  declaration 
of  principles  to  guide  their  negotiations  on  interim  self-government 
arrangements  during  a  transitional  period. 

Jordan  and  Israel  also  signed  a  common  agenda  representing 
much  substantive  agreement  on  how  to  structure  their  bilateral 
talks. 

The  bilateral  negotiations  continue  on  all  tracks.  Israelis  and 
Palestinians  are  currently  negotiating  in  Cairo  and  elsewhere,  and 
talks  on  the  other  tracks  are  expected  to  resume  shortly  in  Wash- 
ington. 

The  multilateral  negotiations,  which  have  received  far  less  atten- 
tion, have  made  considerable  progress  as  well.  They  have  moved 
from  essentially  academic  exchanges  to  concrete  actions,  feasibility 
studies,  training  projects,  negotiations  on  declarations  of  principles 
and  steps  toward  creating  databases  and  communications  net- 
works. 

A  major  symbolic  threshold  was  crossed  when  working  groups 
began  meeting  in  Arab  capitals  for  the  first  time  last  fall.  In  the 
current  round  of  the  multilateral,  which  began  last  week,  the 
steering  group  and  four  of  the  five  working  groups  will  convene  in 
the  Middle  East. 

Thus  the  multilaterals,  designed  to  complement  the  bilateral  ne- 
gotiations, are  also  helping  to  shape  the  economic  security  and  so- 
cial contours  of  the  region  for  the  period  when  peace  agreements 
are  signed. 

All  of  these  negotiations  are  directly  supported  by  U.S.  foreign 
assistance.  Our  assistance  to  Israel  is  vital  in  helping  to  maintain 
its  security  and  allowing  it  to  take  the  difficult  steps  necessary  to 
achieve  peace. 
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Likewise,  our  assistance  to  Egypt  helps  it  to  be  a  moderating  in- 
fluence in  the  region  and  to  play  an  invaluable  role  as  a  go-between 
in  the  bilateral  negotiations. 

Our  assistance  program  for  the  Palestinians  helps  promote  eco- 
nomic development  and  democracy  in  the  West  Bank  and  Gaza 
Strip  and  plays  a  key  role  in  building  the  physical  and  institutional 
infrastructure  for  Palestinian  self  government. 

And  our  modest  assistance  programs  in  Jordan  and  Lebanon  and 
the  Middle  East  cooperation  and  multilateral  working  groups  di- 
rectly support  the  other  bilateral  tracks  and  multilateral  and  tri- 
lateral groups  in  the  peace  process. 

The  commitment  of  this  administration,  Mr.  Chairman,  to  Isra- 
el's security  and  well  being  is  well  known  and  unshakable.  Our  ef- 
forts to  secure  a  just  and  comprehensive  peace  between  Israel  and 
its  Arab  neighbors  are  an  essential  component  of  that  commitment. 

Israel's  security  continues  to  be  a  cornerstone  of  our  Middle  East 
policy  as  it  has  been  since  1948.  This  is  based  on  historic  and  cul- 
tural ties  and  shared  democratic  values.  During  Prime  Minister 
Rabin's  visits  to  the  United  States  in  November  and  March,  Presi- 
dent Clinton  reaffirmed  his  commitment  to  work  with  the  Congress 
to  maintain  our  present  levels  of  assistance  to  Israel. 

The  President  also  reiterated  America's  pledge  to  maintain  and 
enhance  Israel's  qualitative  military  edge  over  any  likely  combina- 
tion of  aggressors.  The  security  of  Israel  must  not  be  in  doubt  if 
the  peace  process  is  to  succeed. 

Egypt  is  our  key  Arab  partner  in  efforts  to  achieve  an  Arab-Is- 
raeli peace  and  bolster  moderate  forces  in  the  volatile  Middle  East. 
Egypt  was  the  first  Arab  state  to  conclude  a  peace  agreement  with 
Israel,  and  the  Egyptian-Israeli  Peace  Treaty  is  the  cornerstone  of 
the  Arab-Israeli  peace  process. 

Egypt  has  been  extremely  helpful  in  the  current  negotiations  be- 
tween Israel  and  its  other  Arab  neighbors.  The  Egyptians  have 
used  their  good  relationship  with  all  the  parties  to  facilitate 
progress  in  the  negotiations. 

As  a  result  of  signing  the  historic  Declaration  of  Principles  last 
September,  the  United  States  pledged  $500  million  over  5  years  in 
assistance  to  Gaza  and  the  West  Bank. 

Our  plans  for  fiscal  year  1994  include  the  following  general  cat- 
egories of  assistance:  housing  and  municipal  development,  private 
sector  project  assistance,  democratic  initiatives,  health  sector 
project  assistance,  a  contribution  to  the  United  Nations  Relief  and 
Work  Agency  for  the  rehabilitation  of  community  facilities;  a  con- 
tribution to  the  World  Bank  Trust  Fund  for  technical  assistance 
and  feasibility  studies;  a  contribution  to  the  World  Bank  Trust 
Fund  for  Palestinian  self-governing  authority  startup  costs;  project 
design  activities;  nongovernment  organizations  program  supports; 
and  other  programs  including  PL-480  and  the  Middle  East  Region 
Cooperation  Program. 

With  regard  to  Jordan,  U.S.  assistance  supports  the  Jordanian 
Government  as  it  pursues  policies  which  directly  complement  U.S. 
national  interests  in  the  Middle  East. 

Perhaps,  most  significant,  our  aid  sustains  Jordan's  very  positive 
role  in  the  Arab-Israeli  peace  process,  which  has  produced,  as  I 
noted  earlier,  a  common  agenda  with  Israel,  signed  last  September 
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and  an  agreement  signed  in  November  on  banking  in  the  West 
Bank. 

Jordan's  active  participation  in  bilateral,  trilateral  and  multilat- 
eral fora  is  key  to  U  S.  efforts  to  maintaining  momentum  in  the 
peace  process. 

Regarding  Lebanon,  the  United  States  is  committed  to  a  unified 
sovereign  and  independent  Lebanon,  fi*ee  fi-om  foreign  forces  and 
armed  militia.  Our  support  assists  efforts  to  rebuild  the  independ- 
ent, nonsectarian  Lebanese  Armed  Forces  responsive  to  civilian 
control  and  respectful  of  human  rights. 

In  this  regard  our  provision  of  military  training,  in  addition  to 
EDA,  is  central.  Humanitarian  aid  channels  through  private  vol- 
untary organizations  and  Aid  to  American  Funded  and  Founded 
Educational  Institutions  demonstrates  U.S.'s  concern  about  the  fate 
of  Lebanon  and  its  people. 

Finally,  with  regard  to  the  Middle  East  multilateral  negotiations, 
this  $5  million  program  will  provide  a  centralized  source  of  support 
for  U.S.  funded  activities  of  the  five  multilateral  working  groups  in 
the  Middle  East  peace  process;  regional  economic  development, 
water,  environment,  refugees,  and  arms  control  and  regional  secu- 
rity. 

Each  working  group  has  undertaken  an  active  program  of  semi- 
nars, workshops  and  feasibility  studies.  U.S.  assistance  will  help 
fund  these  activities  to  promote  regional  cooperation,  demonstrate 
the  fruits  of  peace  to  the  people  of  the  Middle  East  and  augment 
progress  in  the  bilateral  negotiations. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Kurtzer  appears  in  the  appen- 
dix.] 

Chairman  Hamilton.  Thank  you,  Mr.  Kurtzer. 

Ms.  Carpenter. 

STATEMENT  OF  MARGARET  CARPENTER,  ASSISTANT  ADMIN- 
ISTRATOR FOR  ASIA  AND  THE  NEAR  EAST,  U.S.  AGENCY  FOR 
INTERNATIONAL  DEVELOPMENT 

Ms.  Carpenter.  Mr.  Chairman  and  members  of  the  committee, 
I'm  very  pleased  to  be  here  today  to  discuss  the  President's  fiscal 
year  1995  foreign  assistance  request  for  the  Near  East. 

I  appreciate  the  support  and  guidance  your  committee  has  pro- 
vided in  the  past  and  I  look  forward  to  working  with  you  in  the 
future,  particularly  as  progress  toward  a  comprehensive  peace 
opens  new  opportunities  for  USAID  funded  activities  in  the  region. 

Since  my  colleague,  Deputy  Assistant  Secretary  Kurtzer,  has 
made  such  a  comprehensive  review  of  the  situation  with  respect  to 
the  peace  process  and  our  overall  programs,  I'll  try  to  summarize 
my  remarks. 

As  has  been  noted,  peace  and  stability  in  the  Middle  East  are 
among  the  highest  priorities  of  this  administration.  Congressional 
support  over  the  years  has  been  essential  to  the  pursuit  of  these 
goals. 

The  signing  of  the  Declaration  of  Principles  on  September  13, 
1993,  marked  the  beginning  of  a  new  era  of  hope  and  promise  for 
the  whole  region. 
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The  President's  foreign  assistance  request  for  1995  reflects  the 
administration's  commitment  to  promoting  peace  and  stability 
throughout  the  region.  USAID's  programs  will  continue  to  promote 
several  specific  objectives. 

First,  facilitating  the  peace  process  through  support  for  our  long- 
time allies,  Israel  and  Egypt. 

Second,  giving  hope  to  the  Palestinians  that  the  negotiating  proc- 
ess will  improve  the  quality  of  their  lives  and  prospects  for  self-gov- 
ernment in  key  areas. 

Third,  supporting  efforts  throughout  the  region  to  address  the 
underlying  and  often  common  problems  that  hinder  the  develop- 
ment and  prosperity  of  Middle  East  societies.  These  include  large 
bureaucracies  that  stifled  broad  based  economic  growth,  weak 
democratic  institutions,  environmental  degradation,  rapid  and 
unsustainable  population  growth  and  high  infant  mortality. 

The  goals  of  sustainable  development  and  promoting  peace  in  the 
Middle  East  are  reflected  in  the  proposed  Peace,  Prosperity  and 
Democracy  Act  of  1994,  which  is  designed  to  provide  a  new  charter 
for  foreign  assistance  in  the  post-cold  war  era. 

This  is  essential  to  the  administration's  ability  to  respond  effec- 
tively and  decisively  to  the  kinds  of  challenges  we  face  today  in  the 
Middle  East  and  in  general,  to  pursue  a  policy  of  preventive  diplo- 
macy. 

Turning  to  USAID-funded  programs  in  the  Middle  East,  I  refer 
you  to  the  chart  attached  to  my  full  statement  for  a  summary  of 
the  fiscal  year  1995  request  levels  for  each  country.  I  would  be 
happy  to  answer  your  questions  about  the  specific  programs  after 
I  complete  my  remarks. 

But  for  the  moment  let  me  say  that  most  of  the  Middle  East  in 
which  USAID  manages  programs  share  certain  basic  economic  and 
social  problems  that  have  the  potential  to  undermine  the  peace  ef- 
forts. 

These  countries  are  burdened  in  general  by  inefficient  state-led 
economies  and  underdeveloped  political  and  legal  institutions. 
Broad  institutional  reforms  must  be  a  priority  in  the  region  if  soci- 
eties are  to  prosper. 

Middle  East  economies  must  accelerate  the  transition  from  gov- 
ernment control  to  market  orientation  if  their  economies  are  to 
grow. 

In  Egypt  and  several  other  countries,  our  assistance  has  led  to 
impressive  increases  in  agricultural  production  and  improved  the 
environment  for  private  investment  and  increased  privatization. 

USAID  programs  will  continue  to  promote  regulatory  reform, 
open  markets,  greater  private  participation  by  small  enterprises 
and  the  growth  of  agricultural  production. 

Establishing  social,  economic  and  political  stability  in  the  West 
Bank  and  Gaza  is  another  cornerstone  of  U.S.  efforts  to  promote 
peace  in  the  region.  USAID  is  putting  in  place  an  expanded  eco- 
nomic aid  program  to  ensure  that  tangible  benefits  of  the  peace 
process  are  felt  in  the  lives  of  the  Palestinian  people. 

Prior  to  the  signing  of  the  Declaration  of  Principles,  USAID  fund- 
ed activities  focused  on  humanitarian  relief  and  job  creation  to 
counteract  the  effects  of  the  closure  of  the  Israeli  borders.  Follow- 
ing the  signing  ceremony  at  the  White  House  in  September,  USAID 
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targeted  another  $6  million  toward  a  job  creation  and  rehabilita- 
tion project  in  Gaza. 

Over  this  past  winter,  we  revised  our  strategy  for  the  West  Bank 
and  Gaza,  developed  a  plan  for  increased  staffing,  and  began  imple- 
mentation of  a  number  of  quick  start  projects. 

USAID  strategy  in  the  short  term  for  the  West  Bank  and  Gaza 
is  to  fund  improvements  in  the  physical  infrastructure  as  a  means 
to  create  jobs  and  alleviate  the  housing  crunch.  Over  the  medium 
term,  USAID  will  provide  significant  support  for  health,  democ- 
racy, housing,  small  business  development  and  environmental 
management. 

The  crucial  aspect  of  USAID  efforts  in  each  of  these  areas  is  to 
support  the  creation  of  the  institutional  structures  necessary  for 
the  Palestinians  to  assume  responsibility  themselves  for  the  con- 
duct of  economic  and  social  activity. 

In  the  past,  USAID  provided  almost  all  assistance  to  the  West 
Bank  and  Gaza  through  American  private  voluntary  organizations. 
These  PVO's  have  been  important  partners  in  assisting  the  Pal- 
estinians to  date.  And  we  will  continue  to  rely  on  them  to  admin- 
ister a  significant  portion  of  the  economic  assistance  program  for 
this  area. 

We  are  discussing  with  the  PVO's  ways  to  shift  the  focus  of  U.S. 
assistance  from  the  direct  provision  of  services  to  the  creation  of  ca- 
pacity in  Palestinian  institutions  to  provide  services. 

USAID  plans  to  assist  Palestinians  in  the  development  of  democ- 
racy, an  area  that  I  know  that  you  have  a  particular  interest  in, 
Mr.  Chairman.  In  the  next  month,  USAID  will  provide  assistance 
to  support  a  series  of  technical  work  shops,  basic  legal  research  and 
public  conferences  designed  to  help  the  Palestinians  to  develop 
electoral  laws  and  clarify  their  legal  and  judicial  priorities. 

We  are  coordinating  activities  in  Washington  as  well  as  in  the 
field  with  U.S.  PVO's  active  in  democracy  activities  and  other  gov- 
ernment agencies. 

In  Egypt,  sustained  U.S.  economic  assistance  supports  Egypt's 
moderating  role  in  the  Near  East  and  its  central  influence  in  fur- 
thering the  peace  process. 

Our  assistance  is  also  designed  to  help  Egypt  fend  off  extremist 
pressures  that  endanger  its  stability.  Egypt,  among  the  countries 
in  the  Middle  East,  lags  behind  most  others  in  economic  and  social 
progress. 

USAID-managed  assistance  to  Egypt  encompasses  a  wide  range 
of  strategic  aims;  sector  policy  reform,  increased  private  invest- 
ment, increased  productivity  and  incomes  in  the  agricultural  sector; 
improved  maternal  and  child  health  care  and  family  planning  serv- 
ices; democracy  and  participation;  and  in  protecting  the  environ- 
ment. 

With  support  from  USAID,  Egyptians  have  successfully  unified 
exchange  rates,  reduced  the  budget  deficit  from  20  percent  to  less 
than  5  percent  of  GNP,  rehabilitated  over  40  percent  of  electric 
generating  capacity  and  markedly  reduced  subsidies. 

They  have  increased  access  to  credit  from  micro,  small  and  me- 
dium-sized enterprises,  reduced  infant  mortality  rates  by  50  per- 
cent since  1977  and  reduced  fertility  rates  by  20  percent  since 
1980. 
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Sustained  U.S.  economic  assistance  supports  the  prospects  for 
peace  throughout  the  Middle  East.  And  it  helps  assure  the  eco- 
nomic and  political  security  of  Israel.  The  annual  U.S.  cash  trans- 
fer is  used  by  Israel  for  repayment  of  debts  to  the  United  States 
and  for  purchase  of  American  goods  and  services. 

Israel  has  been  relatively  successful  in  stabilizing  its  economy 
while  accommodating  a  substantial  inflow  of  immigrants.  Real 
growth  has  averaged  around  5  percent  per  year  over  the  past  3 
years.  Employment  is  rising  at  an  annual  rate  of  about  4  percent, 
and  inflation  has  been  reduced  to  about  11  percent. 

The  political  and  economic  stability  of  the  Middle  East  remains 
a  key  strategic  interest  for  the  United  States.  U.S.  economic  assist- 
ance is  absolutely  vital  to  helping  forward  an  agenda  of  peace. 

By  demonstrating  our  strong  support  for  these  countries  that  are 
making  the  difficult  decisions  necessary  to  move  this  process  for- 
ward, we  are  working  to  make  the  world  more  secure  for  genera- 
tions to  come.  The  path  to  a  lasting  peace  lies  in  improving  the  eco- 
nomic and  social  conditions  for  the  people  of  the  region. 

That  concludes  my  remarks,  and  I'd  be  happy  to  answer  your 
questions. 

[The  prepared  statement  of  Ms.  Carpenter  appears  in  the  appen- 
dix.] 

Chairman  Hamilton.  Thank  you,  Ms.  Carpenter. 

Mr.  Smith. 

STATEMENT  OF  FREDERICK  C.  SMITH,  DIRECTOR,  REGIONAL 
SECURITY  AFFAIRS,  NEAR  EAST  AND  SOUTH  ASIA,  DEPART- 
MENT OF  DEFENSE 

Mr.  Smith.  Mr.  Chairman,  Mr.  Hastings,  Mr.  McCloskey,  it's  a 
pleasure  to  appear  before  this  subcommittee  in  support  of  the  ad- 
ministration's foreign  assistance  authorization  request  for  the  Mid- 
dle East. 

Military  Financing,  formerly  Foreign  Military  Financing,  is  re- 
quested for  our  principal  partners  in  the  Middle  East  peace  proc- 
ess—$1.8  billion  for  Israel,  $1.3  billion  for  Egypt,  and  $7.3  million 
for  Jordan. 

The  Military  Financing  request  for  these  three  Middle  Eastern 
countries  constitutes  the  administration's  entire  grant  request  for 
fiscal  year  1995. 

The  U.S.  commitment  to  Israel  security  has  long  been  the  comer- 
stone  of  our  policy  in  the  MiddVe  East.  Our  primary  interest  lies 
in  securing  a  just  and  comprehensive  peace  between  Israel  and  its 
Arab  neighbors,  which  in  turn  will  lead  to  increased  security  and 
stability  in  the  Eastern  Mediterranean  and  the  Middle  East. 

Israel's  security  must  not  be  in  doubt  if  it  is  to  feel  confident  to 
engage  in  bilateral  and  multilateral  peace  efforts.  Fortunately,  the 
threat  to  Israel  today  is  at  an  historic  low.  Changes  in  the  security 
environment,  however,  have  left  Israel  with  a  new  set  of  concerns. 
The  real  challenge  is  no  longer  the  conventional  threat,  although 
winning  a  conventional  war  would  be  costly. 

The  real  challenges  are  ballistic  missiles  coupled  with  biological, 
chemical  and  nuclear  warheads.  Israel  regards  Iran  and  Iraq  as  its 
principal,  long-term  strategic  threats,  while  Syria  remains  a  con- 
ventional threat  to  Israel. 


96 

The  most  immediate  threats  to  Israel  are  terrorism  and  the  daily 
violence  in  the  occupied  territories  as  the  peace  process  moves  for- 
ward, as  dramatically  demonstrated  in  this  morning's  bombing  in 
Hadera. 

Israeli  Prime  Minister  Rabin  met  with  President  Clinton,  Sec- 
retary Perry  and  Secretary  Christopher  last  month  to  discuss  the 
peace  process  and  Israel's  defense  needs. 

This  dialogue  permitted  us  to  redefine  precisely  the  threats  fac- 
ing Israel  in  the  region  and  to  ensure  that  our  resources  are  di- 
rected in  the  most  efficient  way  to  deal  with  the  new  threats. 

We  will  continue  to  demonstrate  our  strong  commitment  to  Israel 
through  enhanced  military  planning,  tangible  security  arrange- 
ments, close  military-to-military  contacts,  combined  training  and 
exercises,  and  a  strong  U.S.  military  presence  in  the  region.  We 
will  also  sustain  a  dialogue  with  Israel  on  counter-proliferation  ef- 
forts in  the  region. 

Egypt  remains  one  of  our  most  steadfast  strategic  partners  in 
this  volatile  region.  President  Mubarak  has  supported  our  humani- 
tarian relief  efforts  in  Somalia,  U.N.  sanctions  against  Iraq  and 
most  importantly,  the  peace  process. 

As  the  Arab  state  leading  the  effort  to  establish  a  lasting  peace 
between  Israel  and  her  neighbors,  Egypt  has  been  very  active  in 
promoting  both  bilateral  and  multilateral  negotiations. 

Egypt  has  undertaken  economic  and  military  reform  as  well  as 
intensive  security  measures  to  meet  the  challenges  of  continued  de- 
velopment and  to  counter  Islamic  fundamentalist  violence.  It  re- 
mains foremost  in  the  U.S.  interest  to  assist  it  in  moving  toward 
a  more  market-driven  economy,  developing  its  indigenous  industry, 
and  modernizing  its  armed  forces. 

The  Egyptian  armed  forces  have  been  reduced  in  size  over  the 
last  10  years  and  have  made  major  strides  in  modernizing  their 
equipment  by  acquiring  Western,  mostly  U.S.,  weapons  and  sup- 
port systems.  Overall,  about  half  their  total  equipment  remains  of 
Soviet  origin. 

To  ensure  that  the  Egyptian  Armed  Forces  continue  to  make 
gains  in  interoperability  with  U.S.  and  Western  forces  and  are  able 
to  participate  effectively  in  coalition  and  peacekeeping  operations, 
continuation  of  current  levels  of  Military  Financing  is  essential. 

Jordan  is  a  key  player  in  the  Middle  East  peace  process  because 
of  its  geographic  position  and  King  Hussein's  stature  in  the  region. 
The  Jordanians  are  active  participants  in  both  the  bilateral  and 
multilateral  fora  and  may  be  on  the  veTge  of  reaching  a  peace 
agreement  with  Israel. 

U.S. -Jordanian  military  relations  have  traditionally  been  quite 
strong,  but  suffered  from  the  strain  of  Jordan's  position  during  the 
Gulf  War.  The  historic  military  relationship,  however,  has  been  re- 
vived over  the  past  year.  The  U.S. -Jordanian  Joint  Military  Com- 
mission met  in  Washington  in  late  January  of  this  year. 

Jordan  is  actively  supporting  a  number  of  international  peace 
keeping  operations  on  a  scale  far  exceeding  what  we  might  nor- 
mally expect  from  a  country  of  its  size  and  resources.  The  Jor- 
danian Armed  Forces  have  fielded  three  battalions  in  Croatia,  a 
military  police  company  in  Cambodia,  a  20-man  contingent  in  Libe- 
ria, radar  crews  supporting  UNPROFOR  in  Bosnia,  and  is  provid- 
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ing  training  and  equipment  for  the  Palestinian  police  force  in  Gaza 
and  Jericho. 

Jordan's  military  readiness  since  the  Gulf  War  has  suffered 
greatly,  and  King  Hussein  has  been  forced  to  direct  reductions  in 
the  size  of  the  armed  forces  with  a  new  focus  on  the  border  security 
mission.  The  administration's  request  for  $7.3  million  in  Military 
Financing  is  essential  to  maintaining  even  a  portion  of  the  existing 
inventory  at  acceptable  readiness  levels. 

I  would  like  to  make  brief  mention  of  Direct  Training,  which 
equates  to  the  former  International  Military  Education  and  Train- 
ing Account,  or  IMET.  The  administration  is  requesting  a  total  of 
$4.26  million  for  eight  countries  in  the  Middle  East  and  North  Afri- 
ca. Approximately  375  foreign  military  students  will  be  trained 
using  these  funds.  The  Direct  Training  program  is  critically  impor- 
tant in  fostering  and  maintaining  personal  military-to-military  re- 
lationships with  our  friends  and  allies  in  the  region,  as  it  does 
throughout  the  world.  No  other  program  offers  such  a  high  pay-off 
for  a  very  small  investment. 

This  year's  request  for  assistance  for  defense-related  training  at- 
tempts to  restore  funding  levels  that  were  sharply  reduced  in  fiscal 
year  1994.  The  downward  trend  in  the  number  of  foreign  military 
students  who  are  able  to  participate  in  education  and  training  pro- 
grams in  the  United  States  is  particularly  disturbing,  since  this  is 
the  real  pay-off  in  terms  of  influencing  future  military  leaders  and 
exposing  them  to  the  ideals  of  democracy,  human  rights,  and  a  free 
market  economy. 

The  administration's  fiscal  year  1995  request  reflects  the  new  di- 
rection of  our  foreign  policy  in  the  post-cold  war  environment  by 
use  of  limited  funds  in  the  pursuit  of  peace,  democracy,  prosperity, 
and  economic  development. 

We  appreciate  the  subcommittee's  full  support.  Thank  you,  Mr. 
Chairman. 

[The  prepared  statement  of  Mr.  Smith  appears  in  the  appendix.] 

Chairman  Hamilton.  Thank  you  very  much  for  your  testimony. 

OUTLAY  FIGURES  FOR  FY  1995 

I  want  to  begin  by  getting  some  basic  information  here.  Can  you 
give  me  the  outlay  figures  for  1995  for  Egypt,  Jordan,  Lebanon, 
Yemen,  Oman  and  the  MFO?  If  you  can't  give  them  to  me  right 
away,  you  can  submit  them. 

Mr.  Smith.  Mr.  Chairman,  I  will  submit  those  for  the  record. 

Chairman  Hamilton.  OK  Each  of  you  submit  those. 

Now  I  also  want  to  get  from  the  three  of  you  an  all  spigots  list. 
I  want  to  know  all  forms  of  assistance  for  Israel  and  for  Egypt, 
both  appropriated  and  unappropriated  accounts,  in  fiscal  year 
1994. 

I  do  not  expect  you  to  have  that  this  morning,  but  I  hope  you  can 
furnish  that  to  us. 

[The  outlay  figures  for  1995  for  Egypt,  Jordan,  Lebanon,  Yemen, 
Oman  and  the  MFO  and  forms  of  assistance  for  Israel,  Egypt,  both 
appropriated  and  unappropriated  accounts,  in  fiscal  year  1994  were 
subsequently  supplied  for  the  hearing  record  and  follow:] 
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FACT  SHEET 

U.S.  ASSISTANCE  TO  ISRAEL 

Submitted  by  the  Department  of  State 

(U.S.  Dollars) 


1,200,000,000 


Cateaor-  1994 

Economic  Aid  (formerly  ESF) 
(cash  grant) 

Middle  East  Regional  Cooperation  7,000,000 

(MERC)  collaborative  activities 
involving  Israel  and  her  neighbors,  e.g., 
dry  land  agriculture;  wastewater  re- 
cycling; health;  improving  Moroccan 
agricultural  development. 

Cooperative  Development  Program  (CDP)  TBD*** 

Israeli  training  and  technical 

assistance  for  developing  countries 

in  a  wide  range  of  areas  such  as  arid 

and  semi-arid  land  agriculture,  irrig-  I 

ation  &  water  use  management,  and  rural 

community  development. 

***  1993:   $10,168,147 

Cooperative  Development  Research  (CDR)  TBD# 

Supports  collaborative  research  projects 
involving  Israeli  and  developing  country 
scientists  which  focus  on  priority  develop- 
ment problems.   Programs  emphasize  areas  in 
which  Israeli  technology  could  be  particular- 
ly valuable,  such  as  arid  land  &  saline 
agriculture,  irrigation  &  hydrology,  and 
biological  control  of  insects. 
#  1993:  $5,500,000 

American  Schools  and  Hospitals  Abroad  (ASHA)      TBD## 
Provides  support  to  American  Schools  and 
hospitals  abroad  that  are  managed,  organized 
and  run  according  to  the  American  system. 
Competitive  cash  grants  usually  for  opera- 
tional support,  sometimes  for  building 
construction.  ##  1993:  $2,500,000;  we  expect 
comparable  levels  for  FY  94/95,  but  probably 
would  reflect  reductions  in  the  ASHA  program. 

The  CDP,  CDR  and  ASHA  program  budgets  are  only  determined  late  in 
the  fiscal  year.   All  three  programs  together  will  be  funded  in  FY 
94  in  the  range  of  $10-$18  million. 


United  Israel  Appeal 

for  refugee  resettlement 
*  Congressional  earmark 


80,000,000' 


Israel  receives  a  portion  of  the  U.S. 
contribution  to  the  ICRC  through 
its  program 


4,000,000 


99 


Military  Financing  (formerly  FMF)  1.800  billion 

In  addition  we  have  the  following  programs: 

Arrow  Program  fFY  91-95)   Total  cost  of  program   -   $347  million 
U.S.  funds  72%  of  program  of  approximately  $250  million 

Drawdown  Authority  (FY  92-94)   Total  authority   -   $700  million 
In  FY  94  the  remaining  $161.9  million  of  this  authority  will 
be  utilized  to  acquire  approximately  34  F-16A/B  aircraft  from  U.S. 
inventories . 

We  are  also  requesting  $75  million  in  new  drawdown  authority 
for  FY  95  to  transfer  16  additional  F-16A/B  aircraft.   This  will 
fulfill  the  President's  commitment  to  Prime  Minister  Rabin  to 
transfer  a  total  of  50  aircraft. 

War  Reserve  Stockpile  (WRS)     WRS  II  -  FY  94   -   $200  million 
These  preposit ioned  stocks  are  maintained  in  warehouses  in 
Israel.   The  stocks  remain  under  U.S.  ownership  but  the  GOI  funds 
the  maintenance  and  inspection  of  the  warehouses. 

We  also  provide  loan  guarantees  of  up  to  $2  billion/year  (less 
expenditures  in  the  territories)  over  five  years  (1993-1997). 
Loan  guarantee  funds  authorized  for  1994:     $1,563  billion 

ExIm  Loan  Guarantees:  1994 

(Estimated  new  activity)         70.2  million 

The  United  States  also  participates  in  three  binational 
science  and  technology  foundations:  the  Binational  Industrial 
Research  and  Development  Foundation  (BIRD),  the  Binational 
Agricultural  Research  and  Development  Foundation  (BARD),  and  the 
Binational  Science  Foundation  (BSF) .   The  three  foundations 
operate  on  interest  income  from  separate  endowments  (funded  years 
ago)  to  which  the  U.S.  and  Israel  have  contributed  equal  amounts. 

Total  Endowment  Portion  Funded  by  U.S. 

BIRD  $110  million         $55  million 

BARD*  $110  million         $55  million 

BSF  $100  million         $50  million 

*In  late  1993,  we  agreed  to  a  GOI  request  that  each  side 
augment  the  operating  expenses  for  the  BARD  by  $2.5  million. 
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FACT  SHEET 

U.S.  ASSISTANCE  TO  EGYPT 

Submitted  by  the  Department  of  State 

(Millions  of  U.S.  Dollars) 

Security  Assistance 

FMF  FY94  1,300 

This  program  includes  financing  for  several  major  weapon 
systems,  including  the  F-16  and  the  MlAl  tank.   The  classified 
annex  to  the  CPD  provided  details  on  these  programs  to  Congress. 

ESF  FY94  815 

These  funds  are  administered  by  USAID.   They  are  used  in  three 
principal  ways: 

$200  million  is  earmarked  for  the  Commodity  Import  Program  by 
Congress.   This  program  provides  subsidized  loans  to  Egyptian 
importers  (almost  exclusively  private  sector)  for  the  purchase 
of  goods  in  the  U.S. 

$200  million  is  devoted  to  the  Sector  Policy  Reform  Program 
(SPRP) .   Under  the  SPRP,  USAID  negotiates  a  set  of  economic 
reform  goals  with  the  Government  of  Egypt.   The  funds  are 
released  upon  completion  of  reforms. 

$415  million  is  devoted  to  project  assistance.   AID  projects  in 
Egypt  run  the  gamut  from  huge  infrastructure  projects  such  as 
Cairo  Wastewater  II  to  microenterpr ise  lending  and  family 
planning . 


IMET  FY94  0.8 

Funded  training  for  70  Egyptian  military  officers  in  FY94. 
Expect  to  fund  100  trainees  in  FY95  (if  funding  is  provided  at 
reguested  level) .   Training  is  separate  from  that  provided 
under  FMF  cases;  it  focuses  on  teaching  American  military 
doctrine  and  leadership  skills.   It  exposes  Egyptians  to  U.S. 
traditions  of  democracy,  human  rights,  and  civilian  control  of 
the  military. 


PL480  FY94  0 

Egypt  was  the  largest  recipient  of  PL480,  receiving  $150 
million  per  year  until  1992.   As  a  result  of  the  economic 
reform  program,  Egypt  now  has  sufficient  foreign  currency  to 
pay  cash  for  its  grain  imports  under  the  Export  Enhancement 
Program,  rather  than  borrowing  under  PL480.   Although  Egypt  was 
allocated  $35  million  for  1994,  the  GOE  has  advised  us  that 
none  will  be  used. 


101 


other  Appropriated  Assistance 

INM  Counter-Narcotics    FY94  0.2 

This  funding  has  been  used  primarily  to  prepare  the  GOE  to 
begin  an  interception  program  for  the  Suez  Canal. 

ASHA  FY94  1.5 

Funding  for  the  American  University  in  Cairo. 

Other  Non  Appropriated  Assistance 

Excess  Defense  Articles:FY94  10.3** 

Primarily  parts  for  M60A3  tanks. 

Drawdown  of  DOD  Stocks:  FY94  13.5** 

This  refers  to  the  transfer  of  70  M113  Armored  Personnel 
Carriers  (APCs)  transferred  to  Egypt  to  alleviate  the  effects 
of  Egyptian  deployment  of  APCs  to  Somalia. 

Loan  Guarantees 

EXIM  Loan  Guarantees:    FY94  0** 

Although  Egypt  is  on  cover  for  EXIM,  no  applications  have  been 
approved  yet  in  FY94. 

GSM:  FY94  125 

This  is  an  export  promotion  program  providing  loan  guarantees 
to  U.S.  exporters  of  agricultural  commodities  to  Egypt. 

Other 

Egypt  receives  a  portion  of  the  U.S.  contribution  to  the 
following  organizations  through  their  programs: 

FY  9  4 

UNHCR  (includes  Lebanon,  Jordan,      8.1 
Egypt) 

ICRC   (includes  Egypt,  Israel,        4 
WB/Gaza,  Jordan) 

**  Through  February,  1994 


Promoting 

SDA 

Peace 

Total 

2.438 

934.044 

936.482 

1.739 

26.001 

27.740 

4.453 

6.132 

10.585 

.627 

9.364 

9.991 

5.355 

.0 

5.355 
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OUTLAY  FIGURES  FOR  NEAR  EAST  COUNTRIES 
Submitted  by  USAID 

Ms.    Carpenter:    The   outlay   figures   proposed    for  the  Near   East 
countries   are   provided    in   the   table   below. 

Estimated   FY    1995   Outlays 
$   Millions 


Country 

Egypt 

Jordan 

Lebanon 

Oman 

Yemen 

ALL  ASSISTANCE  FOR  EGYPT  AND  ISRAEL  FOR  FY  1994 
Submitted  by  USAID 

The  information  you  requested  for  Egypt  and  Israel 
is  provided  below.  It  includes  assistance  administered  by  or  in 
conjunction  with  the  Agency  for  International  Development.  The 
Department  of  State  has  provided  to  the  Committee  information  on 
the  assistance  which  they  and  the  Department  of  Defense  administer. 

Egypt 

ESF  $814,930,359  a/ 

DA  3,347,000  b/ 

American  Schools/Hospitals  c/ 
PL  480  Title  II                7,504,000 

Total  $826,341,359 

Israel 

ESF  $1,200,000,000 

DA  250,000  b/ 

—    Loan  Guarantee  1,563,000,000  e/ 

-*■   American  Schools/Hospitals  c/ 

Total  $2,763,250,000 

a/    Reflects  deduction  of  $69,641,000 
for  parking  fines 

b/  DA  country  levels  include  attributions  of 
central  and  regional  prograns. 

c/  FY  1994  ASHA  grant  recipienrs  have  not  yet 
been  determined.  Congress  will  be  advised 
when  decisions  have  been  made  through  the 
Congressional  Notification  process. 

d/  Other  regional  program  funding  yet  to  be 
determined. 

8/    Authorized  level. 

Note:      ESF  funding  from  regional  programs  nay 
also  be  provided  to  Egypt  and  Israel. 
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ALL  SPIGOTS  TABLE 
Submitted  by  the  Department  of  State 


State/NEA  has  customarily  had  the  lead  on  pulling  this 
together.   DSAA  input  to  the  Israeli  table  is  as  follows! 

Military;                             FY  1993  FY  1994 

FMF  Grant  ($475M  OSP  in  Israel)         1,800.0  1,800.0 

Interest  Earned  from  Early  Disbursement    25.0  10.4  * 

Value  of  Excess  Notified  Under  SRA         52.7  2.5  * 

$700M  Drawdown  of  DOD  Stocks  Notified 

to  Congress  (FY  93-95  Delivery)       491.1  161.9 

War  Reserve  Stockpile  (FY  94-95  Delivery)  200.0 
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OUTLAY  FIGURES  FOR  FISCAL  YEAR  1995 
Submitted  by  the  Department  of  Defense 


FY  1995  FMF/RP&S  Budgeted  Outlays 


FMF 

RP&S 

Element 

1082 

1019 

Total 

Israel 

1.800,000 

1.800,000 

Egypt 

949,000 

351,000 

1.300,000 

Other  FMF/RP&S  Grant 

182,866 

511 

183.377 

Adimirustrtive  Costs 

707 

22,980 

23.687 

IMhT 

5,988 

5.988 

AID 

1.484,300 

1.484,300 

Total  1.132,573      3.664.779     4.797,352 


"ALL  SPIGOTS"  LIST  FOR  ISRAEL  AND  EGYPT,  FISCAL  YEAR  1994 
Si'bmitted  by  the  Department  of  Defense 


Egypt 


Element 

Amount 

(S  in  millions) 

FMf- Grant 

1,300.0 

IMET 

0.8 

Value  of  Excess  Defense 

Articles  Notified  Under 

Southern  Region  Amend.* 

10.3 

USCENCCHNT  Title  10 

Cooperative  Programs 

0.06 

Suez  Canal  transit  fees  for  U.S. 

Navy  ships 

N/A 

Operations  &  maintenance  of  a 

classified  site 

4.067 

Total 

1,315.227 

105 


Element  Amount 

($  in  millions) 

Israel  FMF  Grant  ($475  million  Off 

Shore  Procurement  in 

Israel)  1,800,000 

Interest  Earned  from  Early 

Disbursement*  10.4 

Value  of  Excess  Defense 

Articles  Notified  Under 

Southern  Region  Amend*  4.1 

$700  Million  Drawdown  of 

DOD  Stocks  Notified  to 

Congress  (FY  1994-95 

DeUvery)  161.9 

War  Reserve  Stockpile  (FY 

1994-95  Delivery)  200.0 

ARROW/ACESt  59.9 

TestBedt  1.1 

HyGunt  0.0 
Systems  Engineering 

Integrationt  3.3 

Boost  Phase  Intt  3.8 

DEA's  Cooperative  Programs  N/A 

Exercise-Related  Construction 

(ERC)  Projects  N/A 

Operations  &  maintenance  of  a 

classified  site  N/A 

Maintenance  &  utility  costs  for 

prepositioned  fleet  hospital  N/A 


Total  1,800,444.5 


♦Through  May  15, 1994 

+  Amount  budgeted  for  Fiscal  Year  1994 
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Now  if  you  look  at  the  overall  foreign  aid  budget,  what  strikes 
you  is  the  sharp  drop  we've  had  from  1985  to  1995.  We  were  appro- 
priating about  $18  billion  a  year  for  foreign  assistance  in  1985. 
That  figure  now  has  dropped  to  $11  billion.  There  are  very  few  ac- 
counts that  have  been  cut  more  than  foreign  assistance. 

Over  that  period  of  time,  the  amounts  for  Egypt  and  Israel,  of 
course,  have  remained  the  same.  And  so,  from  a  level  of  about  one- 
third  of  all  bilateral  assistance  for  Egypt  and  Israel  today  or  in 
1985,  it's  now  about  a  half  In  other  words,  half  of  all  assistance — 
bilateral  assistance — in  our  budget  goes  to  Egypt  and  Israel. 

On  the  bilateral  security  assistance  side,  the  figure  is  92  percent, 
92  percent — of  all  bilateral  security  assistance  goes  to  two  countries 
now,  Egypt  and  Israel.  That  means  that  all  other  countries  are  re- 
ceiving about  $372  million. 

And  if  you  look  at  some  of  the  recent  rescissions  that  have  come 
across  our  desks,  then  that  $372  million  is  reduced  even  more. 

OK.  What  you  have  then  is  an  extraordinary  concentration  of 
American  assistance  to  two  countries.  And  I  want  to  ask  this  ques- 
tion: do  you  see  anything  in  your  sights  that  would  suggest  that 
this  will  change? 

Mr.  KuRTZER.  Mr.  Chairman,  let  me  address  this  first.  In  general 
terms,  I  think  we  share  the  sentiment  that  stands  behind  your 
question  about  the  impact  which  the  shrinking  foreign  affairs  budg- 
et has  had  on  the  pursuit  of  American  interests. 

Although  we  have  been  able  to  protect  some  of  our  accounts  in 
the  Middle  East,  perhaps  most  decisions  we  make  on  a  day-to-day 
or  year-to-year  basis  relate  to  the  smaller  programs  which  have 
had  to  be  cut  as  a  result  of  commitments  made  and  kept  by  this 
and  previous  administrations  with  regard  to  the  biggest  programs, 
Israel  and  Egypt. 

Frankly,  I  don't  foresee  a  change  with  regard  to  the  concentra- 
tion of  our  assistance  in  these  two  big  accounts.  President  Clinton 
has  indicated  that  he  hopes  we  will  be  able  to  maintain  over  time 
our  level  of  support  that  we're  currently  providing.  And  it's  the 
kind  of  support  that  has  paid  such  dividends  over  the  last  15  years 
that  it  would  be  hard  to  justify,  at  least  at  this  moment,  an  argu- 
ment to  see  that  diminish  in  any  way. 

Chairman  Hamilton.  There  isn't  anything  in  your  Peace,  Pros- 
perity and  Democracy  Act,  the  rewrite,  that  changes  that  in  any 
way? 

Mr.  KURTZEU.  That's  correct. 

Chairman  Hamilton.  All  right.  As  you  look  down  the  road  for 
the  next  several  years,  would  you  anticipate  that  same  kind  of  a 
concentration  of  assistance  to  continue,  so  far  as  you're  able  to  see 
it  at  this  point? 

Mr.  KuRTZER.  Yes,  sir. 

CHANGES  IN  SMALLER  ACCOUNTS 

Chairman  Hamilton.  Now,  you  do  make  some  changes,  as  you 
suggest,  in  some  of  the  smaller  accounts.  The  amount  for  Yemen 
was  doubled,  $5.3  to  $10.5  million.  There's  a  small  increase  for  Jor- 
dan in  your  request.  There's  a  drop  in  the  Near  East  Regional 
Funds. 
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What  are  we  to  read  from  those  fairly  minor  adjustments  in  the 
accounts?  Are  you  trying  to  reward  a  couple  of  countries  here  for 
moving  toward  democratization?  What  are  you  doing? 

Mr.  KuRTZER.  Yes,  sir,  that  would  be  the  answer  to  the  question. 
What  we  try  to  do  is  to  see  how  changes  in  the  region  should  im- 
pact on  whatever  remains  in  the  foreign  assistance  account. 

And  in  the  particular  case  of  Yemen,  yes.  In  the  last  year  it's 
moved  toward  democratization.  The  elections  that  were  successful 
about  a  year  ago  prompted  the  administration  to  add  a  little  bit  to 
the  Yemen  account.  That,  of  course,  requires  tough  decisions  where 
you  have  to  cut  elsewhere.  But  we  are  trying  to  see  where  changes 
in  the  region  can  be  reflected  in  the  changes  that  we  can  assign 
in  the  foreign  affairs  account. 

CONTINUATION  OF  AID  TO  THE  MIDDLE  EAST 

Chairman  Hamilton.  On  the  aid  to  Russia  hearing  that  we  had 
the  other  day — I  understand  that's  not  in  your  area — we  were  told 
that  the  aid  to  Russia  was  temporary  in  nature  and  that  the  ad- 
ministration planned  funding  for  those  programs  through  fiscal 
year  1998,  as  I  recall.  I  must  say  I  have  some  doubts  about  it. 

But,  let  us  put  those  doubts  aside  for  a  moment  and  the  impor- 
tant thing  is  that  they,  the  administration,  are  viewing  Russian 
aid,  at  least,  as  temporary.  Middle  East  aid  has  been  anything  but 
temporary.  It's  been  permanent.  Why  do  we  have  a  permanent  ra- 
tionale for  aid  to  the  Middle  East,  but  in  Russia — and  you  may  not 
be  able  to  address  that  part  of  it — you  have  a  temporary  rationale? 

Mr.  KuRTZER.  Mr.  Chairman,  neither  we  nor  the  recipients  of  as- 
sistance treat  it  as  an  entitlement,  and  therefore  it's  not  permanent 
in  that  respect. 

On  the  other  hand,  given 

Chairman  Hamilton.  When  was  the  last  time  those  figures 
changed? 

Mr.  KuRTZER.  Given  that  our  assistance  over  the  last  15  years 
has  been  in  support  of  the  peace  process,  and  I  think  as  we've  seen 
some  progress 

Chairman  Hamilton.  Those  figures  have  been  the  same  for  15, 
20  years,  haven't  they,  roughly? 

Mr.  KURTZER.  In  some  cases  they've  actually  gone  up.  Still,  the 
purpose  for  which  the  figures  were  originally  formulated  and  con- 
tinued to  be  justified  have  not  materially  changed. 

The  peace  process  remains  a  high  priority  for  the  United  States. 
And  particularly  over  these  past  couple  of  years  when  we've  seen 
movements  and  there  are  negotiations  now  under  way  bilaterally 
and  multilaterally,  it's  hard  to  foresee  a  change  in  the  period  ahead 
when  some  of  the  things  we've  been  striving  to  do  over  the  years 
and  now  coming  to  fruition. 

Chairman  Hamilton.  Let  me  just  point  out  that  the  primary  ra- 
tionale for  aid  to  the  Middle  East  has  been  promoting  peace  and 
the  peace  process  over  a  period  of  time. 

If  you  look  at  the  primary  rationale  for  our  aid  to  Russia,  it's  pro- 
moting democracy.  So  there  is  a  difference  in  the  way  we  state  our 
rationale  to  these  two  areas. 

And  maybe  that  difference  has  some  bearing  on  the  time,  the  du- 
ration, of  the  aid.  I  do  not  know. 
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MIDDLE  EAST  DEVELOPMENT  INITIATIVE 

We  have  a  proposal  in  the  Congress  submitted  by  one  of  my  col- 
leagues to  establish  a  Middle  East  Development  Initiative.  They 
would  fund  that  initiative  by  authorizing,  I  think,  $260  million  a 
year.  And  they  would  reduce  5  percent  of  aid  from  both  Israel  and 
Egypt  and  put  it  into  this  Middle  East  Development  Initiative. 

That  could  very  well  come  up  for  some  kind  of  a  vote  in  the 
House  before  too  long,  and  I  am  interested  if  the  administration 
has  examined  that,  and  if  it  has  examined  it,  whether  or  not  it  has 
any  views  on  it? 

Mr.  KURTZER.  I'm  not  aware,  Mr.  Chairman,  that  we  have  exam- 
ined it.  I'm  sure  we  would  be  happy  to  take  a  look  at  it.  And  I  can 
tell  you  from  the  perspective  of  one  who  watches  carefully  over  the 
bilateral  and  multilateral  negotiations,  I  like  the  name  of  the  new 
Act.  But  we'll  have  to  take  a  look  at  its  contents. 

Chairman  Hamilton.  OK.  The  reason  I  raise  it  is  that  I  think 
it  could  come  up,  so  let  me  request  that  you  take  a  look  at  it  and 
give  me,  if  you  would,  a  written  response  on  it  within  the  next 
week  or  10  days  if  you  could  do  so. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

We  support  the  intent  of  H.R.  3818 — to  promote  the  peace  process  and  encourage 
governments  in  the  region  to  remain  active  participants  in  these  negotiations.  We 
believe  that  the  administration's  fiscal  year  1995  assistance  proposal  meets  the  ob- 
jectives outlined  in  H.R.  3818  and  that  the  mix  of  bilateral  and  multilateral  pro- 
grams achieves  the  intent  of  the  legislation. 

The  proposed  rewrite  of  the  Foreign  Assistance  Act  of  1961,  the  Peace,  Prosperity, 
and  Democracy  Act,  will  provide  the  administration  with  the  flexibility  to  shift 
funds  according  to  changing  priorities  in  future  years.  The  administration,  however, 
opposes  the  mandating  of  specific,  a  priori  percentage  cuts  in  existing  foreign  assist- 
ance accounts  as  spelled  out  in  H.R.  3818. 

Chairman  Hamilton.  Mr.  Hastings. 

Mr.  Hastings.  Thank  you  very  much,  Mr.  Chairman,  and  I 
would  like  to  thank  all  of  the  persons  who  appeared  here  today. 

COOPERATIVE  DEVELOPMENT  PROJECTS 

I  would  like  to  ask  you  all  specifically  about  the  cooperative  de- 
velopment projects  and  cooperative  development  research.  Last 
year  we  spent  a  lot  of  time  protecting  that  area. 

It  does  appear  that  in  the  foreign  aid  bill  that  enable  men  of  less 
developed  countries  to  gain  access  to  the  scientific,  technical  and 
developmental  expertise  of  the  Israelis  has  been  provided. 

What's  your  view  of  the  CDP,  CDR  programs  and  what  has  been 
your  experience  so  far  with  the  cooperative  projects  between  Israel 
and  the  Central  Asian  Republics? 

And  if  I  could  just  use  a  personal  reference,  totally  unrelated  to 
Central  Asia,  but  when  I  visited  sub-Saharan  Africa,  repeatedly  I 
heard  of  cooperative  ventures  that  were  ongoing  with  the  Israelis. 
And  I  was  pleased  about  that.  I'm  just  curious  what  your  experi- 
ence is  and  do  you  have  any  suggestions  on  how  to  expand  these 
projects  and  what  is  the  administration  doing  to  support  funding 
for  them? 

And  I  hope  I  haven't  asked  too  much. 
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Mr.  KURTZER.  Let  me  offer  a  word  and  then  perhaps  Ms.  Car- 
penter would  like  to  add  on.  As  we've  watched  this  program  over 
the  years,  we've  been  increasingly  enamored  of  it  because  of  it's 
successes  in  providing  assistance  to  various  parts  of  the  world  in 
a  manner  that's  quite  successive. 

Arid  and  semi-arid  land,  agriculture,  water  use  management, 
rural  community  developments,  collaborative  scientific  research,  we 
have  found  that  the  interaction  between  Israel,  foreign  assistance 
efforts  and  the  developing  countries  and  the  Central  Asian  Repub- 
lics have  been  a  very  good  partnership  and  a  very  good  match. 

And  I  think  it's  safe  to  say  from  a  policy  perspective  that  we've 
gotten  very  good  bang  for  those  bucks. 

Ms.  Carpenter.  I'm  not  sure  I  can  add  much  more.  Our  feeling 
is  that  both  of  those  programs  have  been  very  successful  and  we 
will  continue  to  fund  at  current  levels. 

DECLINE  IN  FOREIGN  AID 

Mr.  Hastings.  The  Chairman  began  by  discussing  the  precipi- 
tous drop  or  the  continuing  decline  in  overall  foreign  aid. 

As  an  observer  of  the  administration,  and  not  so  much  in  any 
policymaking  role  but  just  watching  the  activities  of  the  adminis- 
tration, I'm  curious  what  the  administration  is  doing  to  enhance 
the  views  of  America  toward  foreign  aid  assistance. 

It  is  pretty  obvious  that  a  great  number  of  people  see  this  as  a 
hand  out.  They  never  look  at  other  things.  For  example,  in  today's 
paper  there's  a  sale  of  jets  to  Israel.  All  of  that  money  is  really 
coming  back  to  McDonnell  Douglas  and  providing  jobs  in  America. 
And  folks  do  not  get  an  opportunity  to  see  and  to  understand  that. 

And  I  would  like  to  know,  in  order  to  convince  our  constituents 
of  the  great  need  for  foreign  aid,  we  must  raise  public  awareness 
of  its  diverse  benefits  and  purposes.  And  how  does  the  administra- 
tion plan  to  convince  the  American  public  of  the  importance  and 
desirability  of  strong  foreign  aid  programs? 

Mr.  KuRTZER.  Congressman,  I  couldn't  agree  with  you  more.  I 
think  there  are  three,  at  least  three  ways,  to  address  this  mutually. 
Because  I  think  we  agree  on  defining  the  problem,  and  perhaps  we 
can  agree  on  how  to  address  it. 

First  of  all.  Secretary  Christopher  has  told  this  committee  since 
he's  come  into  office  and  even  before,  he  has  tried  to  impress  upon 
us  and  the  Department  that  we,  ix\  fact,  first  of  all  the  American 
desk.  And  we  have  to  take  responsibility  for  both  educating  our  fel- 
low citizens  as  to  the  importance  of  our  relationships  abroad,  but 
also  the  kind  of  investment  that  we  may  have  to  make  that  bene- 
fits us  directly. 

We  do  this  with  regard  to  both  general  foreign  aid  interest,  but 
also  trade  and  commercial  promotion.  That's  the  second  area  that 
I  think  we  need  to  focus  more  on.  And  that  is  that  what  we  do 
abroad,  particularly  as  articulated  by  this  administration,  has  a  di- 
rect impact  on  jobs.  It  has  a  direct  impact  on  the  economy.  And 
there's  no  easy  divorce  between  what  used  to  be  called  foreign  pol- 
icy and  what  is  always  domestic  policy. 

There  is  an  integral  relationship  between  the  two,  which  I  think 
our  fellow  citizens  need  to  understand  more  about. 
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A  third,  of  course,  are  traditional  U.S.  interests,  which  I  have 
found  over  time  as  I've  spoken  outside  of  Washington,  beyond  the 
Beltway,  to  audiences  around  the  United  States,  as  people  under- 
stand better  why  we  pursue  our  national  objectives  abroad,  they 
are  also  more  receptive  to  understanding  why  we  have  to  pay  for 
them. 

But  I  think  in  each  of  these  areas,  one,  our  own  vital  interests, 
two,  the  impact  on  commerce  and  trade  of  the  United  States,  and 
three,  the  foreign  policy  interests,  there's  a  lot  more  work  to  be 
done  to  try  to  promote  what  I  think  are  mutual  objectives. 

Mr.  Hastings.  Mr.  Chairman,  I  have  one  final  question,  with 
your  permission. 

MILITARY  ASSISTANCE  TO  ISRAEL 

The  President's  fiscal  year  1995  budget  request  for  foreign  mili- 
tary assistance  for  Israel  is,  as  Mr.  Smith  pointed  out,  $1.8  billion. 
Now  this  number  is  identical  to  that  of  actual  dollars  allocated  in 
fiscal  year  1993  and  estimated  dollars  allocated  in  fiscal  year  1994. 

In  terms  of  buying  power,  how  much  of  a  decline  or  does  this 
straight  lining  of  Israel,  represent,  say  since  fiscal  year  1985  or 
1986? 

Mr.  Smith.  There's  no  question  that  the  purchasing  power  has 
been  reduced.  I  can  do  some  calculation  and  try  to  find  a  precise 
figure. 

Mr.  Hastings.  Would  you  let  me  know? 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 
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The  erosion  of  the  purchasing  power  of  Israel's  grant  mlitary 
assistance  is  illustrated  in  the  following  table: 

ASSUMPTIONS: 

•  Base  Year  is  1986. 

•  Uses  U.S.  Gross  Domestic  Product  deflators  for 
U.S.  Government  National  Defense  purchases  of 
goods  and  services. 

•  Is  in  Calendar  Years — not  Fiscal  Years. 

•  Source:      Department  of  Commerce 

U.S.  National  Income  and  Product  Accounts 


CALENDAR 

CURRENT 

DEFLATOR 

CONSTANT  $M 

YEAR 

$M 

INDEX 

(1986  BASE) 

1986 

1800 

100.0 

1800 

1987 

1800 

101.4 

1775 

1988 

1800 

104.5 

1723 

1989 

1800 

108.1 

1665 

1990 

1800 

112.3 

1603 

1991 

1800 

116.3 

1547 

1992 

1800 

121.8 

1478 

1993 

1800 

128.0 

1406 

In  recognition  of  the  economic  reality  illustrated  in  the  table 
above,  and  accepting  the  fact  that  grant  military  assistance  to  Israel 
from  the  U.S.  will  at  best  remain  level-funded  at  $1 .8  billion 
annually,  a  number  of  steps  have  been  taken  to  offset  the  erosion  of 
purchasing  power  and  its  impact  on  Israeli  security. 

The  U.S.  Government  makes  excess  defense  articles  available 
at  virtually  no  cost  to  Israel  under  the  Southern  Region  Amendment, 
Sec.  516  of  the  Foreign  Assistance  Act  of  1961,  as  amended.  We  also 
are  providing  defense  articles  and  services  under  the  Special 
Drawdown  Authority,  Sec.  599B  of  the  Foreign  Operations,  Export 
Financing,  and  Related  Programs  Appropriations  Act  of  1991,  as 
amended.  DOD  continues  to  support  the  joint  US-Israel  ARROW 
development  project,  among  others.  Early  disbursement  of  Israel's 
FMF  grants  allows  the  GOI  to  earn  interest  on  funds  until  they  are 
required  as  working  capital.  Additionally,  the  War  Reserve  Stockpile 
program  alleviates  the  necessity  of  Israel's  having  to  spend  its  own 
scarce  resources  for  that  purpose. 
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Mr.  Smith.  It  obviously  has  to  do  with  inflation  and  other  fac- 
tors. 

Mr.  Hastings.  But  do  you  take  that  into  consideration?  For  ex- 
ample, if  there's  always  going  to  be  a  straight  line — I  know  my 
budget  is  straight-lined,  and  yet  my  buying  power  declines.  And 
I'm  just  curious.  Do  you  contemplate  that  lor  future  increases  or 
to  perhaps  compensate  for  the  decline? 

Mr.  Smith.  We  do  certainly  consider  it,  and  certainly  the  Israelis 
do  as  well.  We  try,  through  some  other  measures,  to  make  up  for 
that  difference. 

Mr.  Hastings.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Hamilton.  Mr.  Oilman. 

Mr.  Oilman.  Thank  you,  Mr.  Chairman.  I'd  like  to  welcome  our 
witnesses  this  morning  as  the  subcommittee  considers  the  adminis- 
tration's fiscal  year  1995  foreign  assistance  request  for  the  Middle 
East. 

Although  we're  under  great  budgetary  constraints,  our  foreign  af- 
fairs budget  constitutes  only  about  IV2  percent  of  the  total  budget. 
So  it's  imperative  that  we  make  the  best  use  of  these  scarce  re- 
sources and  prioritize  them  according  to  our  best  national  interests. 

I'd  also  like  to  thank  the  agencies  for  making  a  concerted  effort 
to  provide  us  with  more  unified  congressional  presentation  docu- 
ments. It's  a  welcome  addition,  one  which  I  hope  will  lead  to  fur- 
ther improvements  and  increased  efficiency  in  the  months  and 
years  to  come. 

promoting  peace 

I  would  like  to  address  a  question  to  Ms.  Carpenter.  In  your  con- 
gressional presentation  for  fiscal  year  1995,  you  highlight  expecta- 
tions for  programs  in  Egypt,  Israel,  Jordan  and  Lebanon  and  the 
territories. 

With  the  exception  of  Israel,  you  request  funding  under  the  cat- 
egories of  sustainable  development  and  promoting  peace.  Israel's 
funding  is  exclusively  under  the  promoting  peace  category. 

For  a  number  of  years  programs  have  been  funded  in  all  of  these 
countries  in  the  American  schools  and  hospitals  account.  Your  pro- 
posal would  redefine  the  ASHA  Program  and  fund  it  from  the  sus- 
tainable development  account. 

What  will  happen  to  programs  such  as  Hadassah  Hospital  in  Je- 
rusalem under  your  proposal?  How  do  you  propose  to  fund  it  next 
year  with  no  sustainable  development  funds  requested  for  Israel? 

Ms.  Carpenter.  The  ASHA  account  is  separate  and  the  funding 
is  requested  separately  for  that. 

Mr.  Oilman.  I  know  it's  separate,  but  how  would  we  be  able  to 
take  care  of,  for  example,  the  Hadassah  Hospital  account? 

Ms.  Carpenter.  I  believe  that  they  are  making  allocations  right 
now.  I  don't  have  the  details  on  that  account  and  I  will  get  them 
for  you. 

Mr.  Oilman.  I  would  appreciate  it. 

Ms.  Carpenter.  That  account  is  managed  in  a  different  bureau. 
And  I'm  sorry  I'm  not  prepared  to  discuss 

Mr.  Oilman.  Which  bureau  is  that? 

Ms.  Carpenter.  That  is  managed  out  of  USAID's  Bureau  for  Hu- 
manitarian Response. 
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Mr.  Oilman.  I'd  appreciate  it  if  you  could  make  that  available. 
Mr.  Chairman,  I'd  like  to  make  it  part  of  our  testimony. 

Chairman  Hamilton.  Without  objection. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

USAID  support  for  Hadassah  Hospital  has  traditionally  come  from  ASHA  account. 
In  fiscal  year  1993,  Hadassah  Hospital  received  an  ASHA  grant  for  $1.5  million.  For 
fiscal  year  1994,  ASHA  grant  decisions  are  still  under  review.  When  the  fiscal  year 
1994  grant  levels  are  approved  a  Congressional  Notification  will  be  forwarded  to 
Congress.  The  ASHA  program  is  being  funded  under  the  Sustainable  Development 
account.  The  total  ASHA  fiscal  year  1994  budget  level  is  $20  million. 

SUPPORT  TO  UNIVERSITIES  IN  LEBANON  AND  EGYPT 

Mr.  Oilman.  In  previous  years,  our  Nation  has  invested  substan- 
tially to  support  the  American  universities  in  Lebanon  and  in 
Egypt,  The  American  University  of  Beirut  and  Beirut  University 
College  in  Lebanon  and  American  University  in  Egypt  have  long 
contributed  to  building  long-term  relations  with  our  Nation. 

Can  you  tell  us  what  your  proposal  is  for  maintaining  those  insti- 
tutions under  your  reform  proposal? 

Ms.  Carpenter.  I  will  have  to  get  you  the  details.  Those  are 
being  considered  with  the  request  for  funding  that  is  managed  by 
a  different  bureau. 

Mr.  Oilman.  Which  bureau  is  that? 

Ms.  Carpenter.  It's  the  Bureau  for  Humanitarian  Response. 

Mr.  Oilman.  Is  that  Mr.  Wirth's  bureau? 

Ms.  Carpenter.  No,  Douglas  Stafford  is  the  Assistant  Adminis- 
trator for  the  Bureau  for  Humanitarian  Response. 

Mr.  Oilman.  Mr.  Chairman,  I'd  like  to  request  that  that  informa- 
tion be  made  part  of  the  record. 

Chairman  Hamilton.  Without  objection. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

USAID  support  for  the  American  University  of  Beirut  (AUB)  and  Beirut  Univer- 
sity College  (BUC)  has  largely  come  from  the  American  Schools  and  Hospitals 
Abroad  (ASHA)  program.  In  fiscal  year  1993,  AUB  and  BUC  received  ASHA  grants 
for  $1.5  million  and  $.6  million  respectively.  ASHA  grant  decisions  for  FY  1994  are 
still  under  review.  When  the  fiscal  year  1994  grant  levels  are  approved  a  Congres- 
sional Notification  will  be  forwarded  to  Congress.  The  total  ASHA  fiscal  year  1994 
budget  level  is  $20  million. 

In  fiscal  year  1994,  we  plan  to  add  a  new  dimension  to  our  Lebanon  program,  a 
public  administration  training  project.  One  of  the  advantages  of  this  activity  is  that 
we  have  every  reason  to  expect  that  both  AUB  and  BUC  will  participate  in  the  im- 
plementation of  this  project. 

Under  the  proposed  Peace,  Prosperity  and  Democracy  Act,  USAID  retains  the  au- 
thority to  administer  the  ASHA  program. 

PALESTINDy^  POLICE  FORCE 

Mr.  Oilman.  And  can  you  tell  us,  just  last  month,  the  adminis- 
tration notified  us  of  its  intent  to  utilize  $4  million  in  defense  de- 
partment stockpiles  for  the  benefit  of  the  new  Palestinian  police 
force.  Nonlethal  items  such  as  trucks,  boots  and  blankets  are 
among  the  items  to  be  delivered. 

Can  you  tell  us  how  you  arrived  at  the  $4  million  figure  and  how 
priorities  were  determined  to  reach  a  decision  that  these  particular 
items  were  most  needed? 
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Mr.  KURTZER.  Mr.  Chairman,  a  meeting  was  convened  in  Norway 
at  the  end  of  January  among  potential  donors  to  the  Palestinian 
Police  to  discuss  what  its  requirements  would  be  and  how  those 
might  be  met  through  donor  contributions. 

The  United  States  indicated  at  that  time  that  it  would  look  for 
the  possibility  of  providing  nonlethal  assistance.  And  after  that,  in 
consultation  among  all  the  relevant  agencies  of  government,  deter- 
mined that  we  could  use  some  draw-down  authority  to  provide 
mostly  vehicles,  some  trucks  and  blazers  for  the  Palestinian  Police. 
There's  also  some  blankets  and  some  boots  and  some  other 
nonlethal  equipment. 

There  have  been  ongoing  negotiations  since  then  with  the  rel- 
evant parties,  Israel,  Palestine  and  Egypt,  which  is  going  to  act  as 
the  conduit  for  this  equipment.  And  we're  happy  to  report  that  the 
delivery  of  that  equipment  is  likely  to  begin  very  shortly,  just  about 
in  time  for  the  introduction  of  the  first  elements  of  the  Palestinian 
Police  into  Gaza. 

Mr.  Oilman.  That  draw-down  comes  out  of  Defense  Department 
appropriations? 

Mr.  KURTZER.  It's  under  section  552  of  the  Foreign  Assistance 
Act,  yes. 

Mr.  Oilman.  Does  the  administration  plan  to  utilize  that  author- 
ity in  the  out  years  for  additional  items  for  the  Palestinian  police 
force? 

Mr.  KuRTZER.  At  this  time  we  have  no  plans.  I  don't  know  what 
the  requirements  of  the  Palestinian  Police  may  be  over  time.  And 
should  we  receive  additional  requests,  we  would  certainly  take  a 
look  at  them.  But  there  are  no  current  plans,  sir. 

Mr.  Oilman.  The  Middle  East  subcommittee  recently  met  with 
Assistant  Secretary  Pelletreau  and  inquired  about  a  report  that 
Palestinian  Police  were  being  trained  in  Iraq  by  the  International 
Committee  for  the  Red  Cross. 

Secretary  Pelletreau  indicated  surprise  and  promised  to  look  into 
that  matter.  The  response  I  received  recently  from  the  State  De- 
partment is  rather  incomplete  and  I  must  say  inadequate. 

The  response  states,  we  intend  to  register  with  ICRC  our  concern 
about  the  inappropriateness  of  Iraq  as  a  venue  for  training. 

Do  you  think  merely  registering  concern  is  a  sufficient  response 
to  this,  since  the  information  was  verified?  What  response  was  re- 
ceived from  the  ICRC  when  confronted  with  this  matter? 

Mr.  KuRTZER.  I  believe  we  have  since  that  time  actually  reg- 
istered the  concern,  not  just  intended  to  do  so.  It's  a  diplomatic  ni- 
cety to  tell  the  ICRC  that  it's  not  something  that  we  would  support 
their  continuing  to  do. 

I  think  that  point  has  been  made.  I  am  not  aware  that  the  ICRC 
is  continuing  that  activity,  but  I'd  be  prepared  to  check  and  try  to 
verify  that  with  you. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

We  are  checking  with  the  ICRC  regarding  the  status  of  training  Palestinian  police 
in  human  rights.  As  many  of  the  Palestinian  police  from  Iraq  and  Algeria  have  de- 
parted already  for  Gaza  and  Jericho,  we  suspect  that  little  ii  any  training  is  being 
conducted.  The  ICRC  accomplished  most  of  this  training  in  Egypt  and  Jordan. 

Before  allowing  the  Palestinian  police  to  enter  the  Gaza  and  Jericho  areas,  all  of 
the  names  of  the  policemen  were  vetted  and  cleared  by  the  Government  of  Israel. 
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Mr.  Oilman.  Can  you  tell  us  about  the  training  for  those  who  are 
slated  for  policing  the  Gaza  area?  We  understand  they're  being 
trained  in  Yemen,  Algeria,  Tunis,  Sudan  and  Egypt,  while  those 
who  will  be  sent  to  Jericho  are  being  trained  in  Jordan  and  Iraq. 

Is  that  a  complete  list  of  the  countries  in  which  the  training  is 
taking  place? 

Mr.  KURTZER.  That's  a  complete  list,  although  the  numbers  re- 
flect a  slightly  different  reality.  Virtually,  I  think  the  number  was 
over  90  percent  of  the  Palestinian  Police  who  will  be  introduced 
over  the  next  months  are  being  trained  in  Jordan  and  Egypt.  The 
other  countries  are  training  very  few. 

In  addition  to  the  police  technique  training  that's  taking  place  in 
those  two  countries,  the  United  Nations,  in  cooperation  with  sev- 
eral other  donors,  has  also  begun  to  look  into  training  in  such 
areas  as  human  rights  and  civil  liberties  in  order  to  ensure  that 
in  addition  to  police  techniques,  the  Palestinian  police  are  also 
aware  of  these  concerns  as  well. 

Mr.  GiLMAN.  Well,  I  don't  think  it  helps  the  peace  process  to 
have  some  training  being  done  in  Iraq,  Sudan  and  Algeria.  They 
don't  seem  to  be  appropriate  countries  to  be  training  police  for  this 
kind  of  sensitive  area. 

Are  they  still  included  in  the  training  program? 

Mr.  KURTZER.  As  I  suggested  earlier,  I  don't  think  Iraq  is  in- 
cluded any  longer.  I'd  have  to  check  on  Sudan  and  Yemen. 

[See  previous  response.] 

But  as  we  have  heard  from  the  Palestinians  and  from  the  nego- 
tiations, none  of  the  police  that  may  be  training  in  those  places  is 
being  introduced  or  will  be  introduced  in  the  coming  months.  The 
police  who  will  enter  Gaza  and  Jericho  over  the  next  months  will 
be  those  who  are  trained  in  Jordan  and  Egypt. 

Mr.  GiLMAN.  Do  we  provide  oversight  of  the  training,  the  criteria, 
the  standards  and  kinds  of  courses  they're  receiving? 

Mr.  KuRTZER.  No,  sir. 

Mr.  GiLMAN.  Do  we  provide  any  of  the  funding  for  the  training? 

Mr.  KuRTZER.  No,  not  in  training. 

Mr.  GiLMAN.  All  right.  Thank  you,  Mr.  Chairman.  My  time  is  up. 

Chairman  Hamilton.  Mr.  Deutsch. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman.  Also,  I  guess,  just  to 
add  my  support  in  commending  the  President  and  the  Secretary  as 
well  as  the  panel  for  the  continuing  support  for  foreign  aid  in  gen- 
eral and  particularly  as  it  affects  the  Middle  East. 

ROLE  OF  FOREIGN  ASSISTANCE  IN  PEACE  PROCESS 

And  I  guess  in  terms  of  the  present  environment,  in  terms  of  the 
peace  process,  could  you  comment  on  the  role  that  foreign  assist- 
ance is  playing,  particularly  as  it  affects  Israel  in  their  continu- 
ation of  the  peace  process,  particularly  in  terms  of  the  continuation 
of  the  present  level? 

I  mean,  how  important  is  it  in  the  perception  of  the  administra- 
tion that  those  levels  be  continued  as  it  affects  the  peace  process? 

Mr.  KuRTZER.  Congressman,  both  as  a  matter  of  policy  and  I 
think  of  analytical  soundness,  it  is  very  safe  to  say  that  without 
the  kind  of  support  that  the  United  States  has  provided  to  Israel 
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specifically,  but  also  to  our  other  partners  in  the  peace  process,  it 
would  be  difficult  to  contemplate  the  kind  of  progress  we've  made 
over  the  past  couple  of  years. 

Our  security  assistance  certainly  provides  a  sense  of  well-being 
and  safeness  that  allows  Israel  and  its  neighbors  to  take  what  are 
going  to  be  very  difficult,  very  critical  and  potentially  risky  deci- 
sions for  peace. 

Our  economic  support  for  these  countries  also  helps  them  begin 
to  realize  what  can  be  achieved  through  a  transition  from  peace 
to — a  transition  from  a  period  of  hostility  to  a  period  of  peace. 

So  in  both  accounts,  security  assistance  and  economic  assistance, 
our  aid  over  the  years  has  been  vital  in  providing  the  sense  of  secu- 
rity, the  sense  of  well-being  and  the  ability  therefore  to  make  the 
tough  decisions. 

I  could  go  into  specifics  over  the  years  from  both  personal  experi- 
ence, but  also  from  just  watching  this  process  evolve,  to  indicate 
that  when  Israel  and  its  neighbors  feel  secure  in  knowing  that  they 
are  going  to  be  helped  from  the  outside,  they're  prepared  to  make 
the  difficult  decisions  for  peace.  And  that's  been  proved  now  since 
the  Madrid  Peace  Conference. 

Mr.  Deutsch.  And  I  guess  the  answer  almost  begs  the  question, 
what  would  the  message  be  if  it  were  reductions?  I  mean,  do  you 
respond  to  that? 

Mr.  KuRTZER.  I  could  speculate  on  it  with,  I  think,  a  fair  amount 
of  confidence  that  the  negative  signals  that  would  be  sent,  both  in 
terms  of  what  the  recipient  countries  would  perceive  as  our  politi- 
cal support  and  more  tangibly,  what  they  would  feel  by  way  of 
missing  the  security  and  economic  assistance,  would  make  it  that 
much  more  difficult  for  them  to  take  what  remained  to  be  very  dif- 
ficult decisions  in  peace. 

AID  TO  EGYPT 

Mr.  Deutsch.  Could  you  respond  also — because  I  guess  we've  fo- 
cused a  little  bit  on  Israel — specifically  about  the  Egyptian  aid  and 
the  purpose  for  that  and  how  that  fits  into  the  policy  there? 

Mr.  KuRTZER.  Sure.  Over  the  years  we  have  found  that  our  aid 
program  in  Egypt  has  been  successful  in  both  spheres,  security  and 
economic  assistance,  particularly  in  the  security  area  which  I  think 
underpins  your  question. 

The  modernization  of  the  Egyptian  armed  forces  and  the  transi- 
tion that  those  armed  forces  have  made  from  their  reliance  on  es- 
sential Soviet-make  equipment  in  the  late  seventies  to  essentially 
an  American-equipped  force,  has  proceeded  smoothly  and  has  pro- 
ceeded in  a  way  which  has  given  Egypt  a  great  deal  of  confidence 
in  its  role  as  a  regional  leader. 

I  think  that  has  been  manifest  over  the  last  2  or  3  years  in  two 
very  tangible  ways  that  support  U.S.  interest.  Number  one,  Egypt's 
leading  role  and  participation  in  the  coalition  to  deter  and  turn 
back  Iraqi  aggression  in  1990,  I  think,  is  a  direct  outgrowth  of  the 
kind  of  support  that  Egypt  got  over  the  years  as  well  as  of  course 
its  own  interest  being  served. 

Secondly,  over  the  past  months,  perhaps  over  the  past  year  and 
a  half  or  so,  Egypt  has  played  a  vital  intermediary  role  between  Is- 
rael and  its  Arab  neighbors  in  the  negotiations.  The  fact  that  the 
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Israeli-Palestinian  negotiations  are  being  held  and  conducted  in 
Cairo  and  the  fact  that  the  Egyptians  play  a  very  active  role  in 
helping  the  parties  bridge  their  differences  stems  directly  from  the 
kind  of  confidence  that  our  assistance  has  provided  Egypt  in  its 
role. 

FOREIGN  AID  REFORM  AND  PEACE  PROCESS 

Mr.  Deutsch.  As  sort  of  a  follow-up  to  both  of  those  answers, 
and  I  guess  it  comes  also  from  the  proposed  foreign  aid  reform  is- 
sues, there's  been  discussion  about,  particularly  in  the  aid  to  Israel 
and  the  aid  to  Egypt,  being  limited  of  the  sense  of  the  peace  proc- 
ess itself 

Could  you  expand  on  that?  I  mean,  you  know,  obviously,  there's 
an  underlying  premise  beyond  the  peace  process  itself  that  that  aid 
is  tied  to.  So  could  you  elaborate  on  the  need  and  the  thought  proc- 
ess regarding  the  need  outside  of  the  peace  process? 

Mr.  KUTtTZER.  Sure.  The  underlying  premise,  as  I  think  each  of 
us  has  suggested  in  our  formal  statements,  is  really  our  support  for 
peace,  for  development,  for  democratization,  for  stability. 

You  get  categories  in  the  presentation  of  aid  requests.  And  I 
think  the  natural  category  for  these  assistance  programs  to  fit  into 
has  been  the  peace  process. 

But  I  think,  as  your  question  suggests.  Congressman,  we  fully 
agree,  our  support  for  Israel,  Egypt  and  others  extends  well  beyond 
the  particular  state  of  play  of  the  peace  process  at  any  time.  And 
it  provides,  as  I've  suggested,  a  measure  of  support  for  an  ongoing 
relationship  with  these  countries  which  is  vital  to  our  interests. 

AID  TO  WEST  BANK  AND  GAZA 

Mr.  Deutsch.  Let  me  shift  a  little  bit  in  terms  of  the  aid  that 
is  contemplated  for  the  West  Bank  and  Gaza  over  the  next  5  years. 

There's  an  account  that,  an  AID  project,  $25  million  housing 
project  in  Gaza  that  Israeli  companies  were  not  allowed  to  bid  on 
that  project.  Are  you  aware  of  that  incident? 

Ms.  Carpenter.  Yes.  The  housing  project  is  very  important  in 
our  program.  The  housing  construction  component  of  it  is  actually 
less  than  $7  million.  We  decided  it  was  very  important  to  move 
ahead  with  this  program  as  quickly  as  possible,  both  as  a  way  of 
creating  jobs  to  address  the  issue  of  unemployment  and  to  provide 
additional  housing,  which  is  also  in  great  demand. 

We  felt  that  in  order  to  move  quickly,  it  was  important  to  look 
at  local  resources.  Also  we  are  interested  in  building  the  capacity 
of  the  Palestinians  to  participate  in  the  development  of  their  own 
territory.  And  we  made  the  decision  that  we  would  open  the  bid- 
ding to  Palestinian  construction  firms  and  American  firms  in  the 
region  already. 

This  was  in  order  to  be  able  to  have  some  tangible  benefits  as 
quickly  as  possible. 

Mr.  Deutsch.  I  mean,  it  just  seems  like  we're  sending  somewhat 
of  a  confusing  message.  We're  supportive  of  every  country  eliminat- 
ing the  tertiary,  secondary  boycotts  of  Israel,  and  yet  we  are  saying 
Israeli  companies  can't  bid  on  a  construction  project?  I  mean,  it 
just  doesn't  seem  to  make  sense. 
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Ms.  Carpenter.  We  felt  that  it  was  very  important  to  show  sup- 
port for  building  Palestinian  capacity  in  this  case.  Israeli  compa- 
nies are  eligible  to  bid  as  subcontractors,  and  indeed,  it  will  prob- 
ably be  necessary  because  there  are  a  number  of  things  that  are 
not  available  in  the  territory,  such  as  elevators.  They're  not  pro- 
duced in  the  territory. 

It's  very  likely  that  the  winners  of  this  contract  will  subcontract 
with  Israeli  firms  for  certain  aspects  of  the  construction. 

Mr.  Deutsch.  Can  you  give  me  a  sense  of  who  would  administer 
the  assistance  and  how  it  will  be  administered,  if  we're  talking 
about  the  levels  that  we're  talking  about,  in  the  future  as  well  as 
your  explanation  of  how  that  particular  project  is  administered?  Is 
it  as  American  personnel  in  the  Gaza?  Is  it  subcontracted  to  Ameri- 
cans, subcontracted  to  Palestinians? 

Ms.  Carpenter.  All  of  our  assistance  is  planned  to  be  delivered 
directly.  We  are  working  through  American  private  voluntary  orga- 
nizations to  a  large  extent. 

Our  new  projects  will  be  mostly  direct  contracts  with  American 
firms,  consulting  firms  or  in  combination  with  PVO's. 

Mr.  Deutsch.  Let  me,  I  guess,  try  to  be  more  specific.  I  mean, 
who — for  instance,  that  project  you  just  described — who  is  going  to 
administer  the  funding  for  that?  How  are  we  knowing  where  we're 
sending  the  money  it's  actually  being  built,  being 

Ms.  Carpenter.  USAID  has  two  representatives  in  the  area  at 
the  moment,  one  based  in  Tel  Aviv  and  one  based  in  Jerusalem. 
Our  representative  in  Tel  Aviv  is  a  housing  expert  who  has  been 
involved  with  the  design  of  this  project.  He  will  be  the  key  person 
in  the  implementation  of  this  project  as  well. 

Mr.  Deutsch.  Has  that  person  contemplated  ever  to  visit  the  site 
in  Gaza  itself? 

Ms.  Carpenter.  Yes.  He  visits  on  a  regular  basis. 

Mr.  Deutsch.  So  there  is  an  AID  person?  I  mean,  is  there  an 
AID  person  physically  administers  those  projects  now  in  Gaza? 

Ms.  Carpenter.  No.  We  are  not  allowed  to  have  anyone  sta- 
tioned in  Gaza. 

Mr.  Deutsch.  What  about  even  to  visit? 

Ms.  Carpenter.  Yes.  In  fact,  our  representative  was  there  yes- 
terday. 

Mr.  Deutsch.  The  AID  personnel? 

Ms.  Carpenter.  That's  right.  We  have  one  American  in  Tel  Aviv 
and  one  in  Jerusalem.  We  are  making  plans  to  expand  our  staff  in 
the  next  few  months. 

In  particular,  we  are  hoping  that  one  of  the  first  people  will  be 
an  engineer  who  will  be  assigned  to  oversee  the  housing  project  in 
Gaza. 

Mr.  Hastings.  The  time,  gentlemen,  has  expired.  Mr.  Andrews? 

Mr.  Andrews.  Thank  you,  Mr.  Chairman.  Again,  changes  in  the 
seniority  system  around  here  we  all  appreciate.  Good  to  see  you  sit- 
ting there. 

I  appreciate  the  panel  being  here  this  morning.  I  was  in  the  Mid- 
dle East  in  January  of  1993,  and  if  you  would  have  told  me  in  Jan- 
uary of  1993  that  we  would  be  sitting  here  this  very  brief  period 
of  time  later  talking  about  where  the  Palestinian  police  force  would 
be  trained  for  the  new  Palestinian  government,  whatever  form  it 
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may  take;  if  you  would  have  told  me  there  would  be  serious  discus- 
sion within  Israeli  politics  about  the  future  of  Golan  Heights;  if  you 
would  have  told  me  that  all  the  things  that  have  occurred  were 
going  to  occur,  I  would  have  expressed  great  doubt. 

And  I  commend  and  agree  with  your  assertion,  Mr.  Secretary, 
that  none  of  that  would  have  occurred  without  a  steadfast,  uncon- 
ditional commitment  of  U.S.  military  and  economic  assistance  to  Is- 
rael. 

SUSTAINING  AID  TO  EGYPT  AND  ISRAEL 

And  in  following  up  on  some  things  that  my  colleague,  Mr. 
Deutsch  just  asked  you  about.  I  think  everything  you've  said  this 
morning  on  this  subject  is  consistent  with  what  Secretary  Chris- 
topher said  on  February  24  when  he  said  that  aid  to  Israel  and 
Egypt  was  going  to  be  given  the  highest  priority. 

Are  there  circumstances — let  me  paraphrase  what  you  said  this 
morning.  You  seemed  to  be  saying  that  under  present  conditions, 
under  present  strategic  and  political  conditions,  that  sustaining  the 
aid  is  going  to  remain  the  highest  priority,  that  is  aid  to  Israel  and 
Egypt. 

Is  that  a  fair  summary  of  what  you  said? 

Mr.  KURTZER.  Yes,  Congressman.  First  of  all,  thank  you  for  mak- 
ing my  day  and  telling  me  that  I've  been  consistent  with  the  Sec- 
retary's statements.  It's  safe  to  go  back  to  the  Department. 

I  think  so,  to  the  extent  that  any  of  us  can  look  into  the  crystal 
ball,  given  the  question  of  what  we  didn't  know  a  year  and  a  half 
ago  and  where  we  are  today,  I  think,  though,  that  the  consistency 
of  our  support  for  Israel,  for  Egypt  and  for  those  countries  who  are 
prepared  to  take  the  risk  for  peace  is  likely  to  continue  into  the  fu- 
ture. 

Mr.  Andrews.  Is  it  fair  to  say  that  there  are  no  present  plans 
or  intentions  to  alter  or  modify  the  levels  of  aid  to  Israel  and 
Egypt? 

Mr.  KuitTZER.  That's  correct. 

Mr.  Andrews.  Could  you  tell  us  what  circumstances  might 
change  or  what  conditions  might  chance  that  would  cause  the  De- 
partment and  the  administration  to  reassess  that  commitment? 

Mr.  Kui^TZER.  It's  a  tough  issue  to  speculate  on,  because — par- 
ticularly in  the  case  of  Israel.  We  have  a  very  sophisticated  dia- 
logue with  the  Israeli  Government  on  the  range  of  these  issues. 
And  therefore,  it  is  not  only  a  set  of  circumstances  that  might 
change,  but  it  also  relates  to  the  relationship  we  have  with  Israel 
and  the  results  of  that  dialogue,  both  on  security  assistance  issues 
and  economic  developments. 

I  would  project,  and  I  hope  I'm  on  safe  ground,  to  say  that  I 
think,  over  time,  there  are  many  voices  in  Israel  who  would  like 
to  see  themselves  be  freed  of  the  reliance  upon  foreign  assistance. 
That's  not  something  that  either  the  Israelis  or  we  contemplate  in 
the  immediate  future,  but  Israelis  themselves  conduct  this  debate. 
Whether  or  not  we  conduct  the  debate  is  a  vibrant  issue  in  Israel. 

Mr.  Andrews.  What  I  hear  you  saying  though,  as  Mr.  Deutsch 
alluded  to  earlier,  there  are  grounds  independent  of  the  present 
peace  process  which  sustain  our  commitment  to  Israel,  correct? 

Mr.  KuRTZER.  Exactly. 
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Mr.  Andrews.  Why  don't  you  tell  us  an  assertion  which  I  derived 
from  watching  what  the  Department  has  done.  The  Department  is 
not  explicitly  or  expressly  linking  sustaining  of  this  commitment  to 
any  particular  negotiating  position  the  Israelis  may  take  in  these 
negotiations.  Is  that  correct? 

Mr.  KURTZER.  That's  exactly  right. 

Mr.  Andrews.  So  there  is  no  intention  of  the  Department  or  the 
administration  to  condition  the  aid  commitment  on  any  particular 
negotiating  position  or  strategy  the  Israelis  may  undertake  at  this 
point? 

Mr.  KURTZER.  That's  correct,  Congressman. 

FOREIGN  AID  REFORM  AND  SECTION  620(A) 

Mr.  Andrews.  I  have  a  question  to  ask  you  about  proposals  with 
respect  to  foreign  aid  reform  and  section  620(a). 

As  you  know,  present  law  sets  forth  specific  criteria  which  must 
be  met  in  order  to  remove  a  country  from  the  terrorism  list.  The 
President,  as  you  know,  must  certify  a  number  of  conditions  to  us 
and  to  the  public  about  the  removal  of  countries  from  that  list. 

It's  my  understanding  that  the  administration's  foreign  aid  re- 
form bill  would  alter  section  620(a)  by  removing  the  specific  criteria 
which  must  be  certified. 

Could  you  tell  us  what  the  rationale  is  for  that  alteration? 

Mr.  KuRTZER.  Congressman,  I'd  be  happy  to  take  the  question 
and  get  back  to  you  with  a  detailed  answer  on  that. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

Like  existing  Foreign  Assistance  Act  section  620A(c),  section  7201(0  of  the  pro- 
posed reform  bill  provides  authority  to  the  President  to  rescind  a  determination  (for 
foreign  assistance  programs)  that  a  country  has  repeatedly  provided  support  for 
international  terrorism.  The  proposed  change  in  procedures  for  congressional  modi- 
fication of  such  a  rescission  is  intended  to  allow  for  timely  Presidential  action  re- 
garding foreign  assistance  when  and  where  circumstances  warrant.  However,  re- 
garding what  has  become  generally  known  as  the  "terrorism  list," — the  determina- 
tions made  under  the  Export  Administration  Act  (section  6(j))  that  a  government 
has  repeatedly  provided  support  for  acts  of  international  terrorism — the  administra- 
tion's proposed  revision  of  the  EAA  does  retain  the  existing  criteria  and  advance  no- 
tification procedures,  as  did  the  version  passed  by  the  House  Foreign  Affairs  Com- 
mittee on  May  18.  Congress  originally  passed  these  provisions  after  Iraq  was  re- 
moved from  the  terrorism  list  in  1982  and  subsequently  modified  the  provisions  in 
1989. 

Mr.  Andrews.  That  would  be  fine  and  for  the  record,  let  me  note 
that  I  don't  think  that  the  allegations  are  a  very  good  idea.  It 
seems  to  me  that  the  criteria  that  exist  under  present  law  are  the 
rational  ones  that  would  indicate  a  fundamental  change  in  the  way 
a  given  government  treats  terrorist  organizations,  harbors  terror- 
ists, deals  with  its  own  justice  system. 

AiTid  I  understand  the  inclination  to  increase  the  discretion  of  the 
executive  branch.  I  would  want  to  do  the  same  thing  if  I  were  in 
the  executive  branch.  It's  awfully  important,  both  for  the  integrity 
of  our  country's  posture  in  the  world  and  for  dutiful  respect  for  the 
coequal  powers  of  Congress,  I  think  it's  awfully  important  that 
there  remain  some  benchmarks  that  are  clearly  identifiable  and 
unalterable,  so  that  before  a  country  is  removed  from  the  terrorist 
list  there  is  real  progress. 
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Let  me  be  specific.  I  represent  families  that  lost  children  on  Pan 
Am  103.  And  before  there  would  be  any  decision,  any  decision,  that 
would  change  this  country's  posture  toward  countries  which  may 
have  been  involved  in  that  mass  murder,  there's  things  that  I  want 
to  know  and  things  they  want  to  know.  We  do  not  want  to  see  this 
incident  of  changes  fall  by  the  wayside  because  of  any  administra- 
tion's immediate,  expedient  need  to  make  a  change  in  negotiations. 

That's  not  directed  at  you  and  your  colleagues.  It's  directed  at 
the  whole  idea  that  we  don't  want  a  President  of  either  party  or 
under  any  circumstances  being  able  to  do  that.  So  I  would  really 
ask  you  to  spell  out  that  rationale  for  us  and  perhaps  reconsider 
it,  so  that  we  can  keep  that  section  the  way  it  is. 

Thank  you,  Mr.  Chairman. 

Mr.  Hastings.  Mr.  McCloskey. 

Mr.  McCloskey.  Thank  you  very  much,  Mr.  Chairman. 

I  really  appreciate  the  fme  representations  by  the  panel  today. 
I  have  three  questions  that  are  fairly  forthright  regarding  these 
complex  areas. 

SUPPORT  FOR  HAMAS 

I  think  we  all  understand  that  Hamas'  support  is  rising  in  the 
wake  of  the  Hebron  massacre.  There  are  reports  that  Saudi  Arabia 
and  other  mideastern  countries  fund  Hamas,  perhaps  to  very  tragic 
and  violent  ends. 

Is  that  true  and  is  this  issue  raised  with  the  Saudis  and  others? 

Mr.  KURTZER.  We  too.  Congressman,  are  concerned  about  the  in- 
crease of  support  for  those  who  have  rejected  the  peace  process, 
perhaps  most  particularly  Hamas.  And  perhaps  most  particularly 
today  when  another  horrible  act  of  terrorism  was  committed  inside 
Israel. 

We  have  raised  issues  of  funding  with  the  Saudi  Government 
and  others  and  have  been  assured,  categorically,  that  there  is  no 
funding  being  provided.  That  doesn't  mean  that  there  isn't  private 
money  flowing  and  that's  something  that  we  are  pursuing.  But 
there  is  no  official  money  being  provided. 

Mr.  McCloskey.  I'm  glad,  and  I  would  urge  you  to  continue  pur- 
suing that. 

ARROW  PROGRAM 

I  guess  to  Mr.  Smith,  I  guess  there's  ongoing  controversy  in  var- 
ious areas  as  to  the  Arrow  program.  Could  you  give  us  a  very  short 
capsule  analysis,  perhaps  to  be  followed  by  a  written  report  with 
more  detail  later,  as  to  where  we  are?  And  particularly  regarding 
questions  being  raised  about  possible  disputes  as  to  proprietary 
and  patent  rights  and  so  forth? 

Mr.  Smith.  I'll  have  to  check  into  that  last  point,  Mr.  Congress- 
man. I  was  in  Israel  in  January  and  we  received  a  briefmg  from 
the  Israelis  on  the  status  of  the  program.  Frankly,  they  were  quite 
upbeat  at  the  progress  that  had  been  made  and  the  various  test 
flights  that  have  occurred.  I  believe  there  was  one  in  late  February, 
the  last  one  which  was  relatively  successful. 

I  think  the  program,  all  in  all,  is  on  track.  I  can  give  you  a  more 
complete  status  report  and  look  into  that  particular  allegation. 
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[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

The  U.S. -Israeli  cooperatively  developed  ARROW  missile  has  undergone  a  total  of 
six  flight  tests;  four  ARROW  I  missiles  were  tested  under  the  1988-1992  ARROW 
Experiments  Project  and  two  ARROW  I  missiles  have  been  tested  thus  far  under 
the  ARROW  Continuation  Experiments  (ACES)  Project  which  started  in  1991.  In 
the  first  two  ACES  project  flight  tests,  the  interceptor  missile  was  maneuvered 
within  lethal  distance  of  the  target  missile,  but  the  warhead  had  not  fuzed  due  to 
a  malfunction  of  a  test  article  fuzing  device.  Improvements  have  been  made  to  the 
fuzing  device  for  the  upcoming  flight  test.  Beginning  later  this  year,  the  ARROW 
II,  the  tactical  prototype  missile  envisioned  for  eventual  deployment  by  the  Israelis, 
will  begin  flight  tests.  The  test  article  fuzing  device  that  has  failed  in  the  two  pre- 
vious ARROW  I  tests  will  not  be  incorporated  into  the  ARROW  II  design. 

Israel  appears  to  be  upbeat  on  ARROW'S  prospects.  This  confidence  is  dem- 
onstrated by  their  internal  funding  of  the  fire  control  radar  and  battle  management/ 
fire  control  elements  that  will  be  integrated  with  the  missile  to  form  the  ARROW 
System. 

The  U.S.  derives  considerable  benefits  from  its  participation  in  the  ARROW  mis- 
sile prqiect.  Primary  benefits  are  gains  in  U.S.  technology  and  data  base  information 
that  will  reduce  risks  in  U.S.  TMD  development  programs.  Specifically,  U.S.  partici- 

f)ation   in  ARROW/ACP]S  projects  offers  electro-optical   sensor  technology,  particu- 
arly  in  focal  plane  array  materials,  that  directly  benefits  U.S.  programs. 

In  early  April  1994,  the  Department  of  Defense  provided  the  Senate  and  House 
Armed  Services  Committees  and  Appropriations  Committees  a  detailed  ARROW 
System  Report.  Among  other  reported  details,  the  report  provides  the  programs'  sta- 
tus and  the  benefits  the  U.S.  TMD  programs  derive  from  the  cooperative  U.S. -Israeli 
development  of  the  ARROW  missile.  (Copy  of  report  appears  in  tne  appendix.) 

Last  year,  the  General  Accounting  Omce,  in  a  report  on  the  ARR(JW  project,  re- 
ported that  the  United  States  has  not  fully  investigated  Israeli  claims  to  background 
data  used  in  the  ARROW  and  ACES  projects.  A  detailed  master  technology  list  that 
documents  the  technology  contained  in  these  projects  is  in  the  final  state  of  prepara- 
tion. This  document  identifies  the  onwership  of  technologies  that  preexisted  or  were 
generated  outside  the  ARROW/ACES  projects  and  technology  that  has  been  gen- 
erated as  a  result  of  the  projects. 

ISRAELI  POLICY  ON  SETTLEMENTS 

Mr.  McCloskey.  What  is  the  status  now  as  to  Israel's  attitudes 
and  policy  on  ongoing  settlements  in  the  disputed  areas?  I  guess 
there  are  reports  that  increased  settlement  is  still  occurring,  de- 
spite the  negotiated  agreement  as  to  the  deadlines.  And  that  seems 
to  fly  in  the  face  of  common  sense  and  perhaps  is  causing  more 
short-and  long-range  trouble  for  them. 

How  strong  is  our  counsel  in  that  regard,  and  really,  what  do 
they  plan  to  do? 

Mr.  KURTZER.  Congressman,  as  you  know,  when  the  Rabin  gov- 
ernment came  into  office  a  little  over  IV2  years  ago,  it  announced 
that  it  was  going  to  effect  cutbacks  in  Israeli  settlement — govern- 
ment-funded settlement  activity,  and  undertook  to  build  no  new 
settlements. 

As  we've  watched  the  situation  over  the  last  year  and  a  half,  I 
think  the  Israeli  Government  has  been  true  to  its  commitment  with 
regard  to  the  construction  of  new  settlements. 

There  is  ongoing  settlement  activity,  some  of  which  reflects  con- 
tracts that  were  let  or  entered  into  oefore  the  Rabin  government 
came  into  office.  Notwithstanding  that  continued  activity,  the 
Rabin  government  did  cancel  a  number  of  contracts.  And  the  as- 
sumption that  we  made,  which  we  have  been  told  is  a  safe  one  to 
make,  that  over  time  as  the  contracts  that  antedated  the — or  pre- 
dated, I  should  say — the  Rabin's  government's  succession  to  power, 
end  so  that  no  more  contracts  willbe  entered  into. 
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That  doesn't  mean,  therefore,  that  there's  not  settlement  activity. 
There  is  settlement  activity.  We  continue  not  to  support  that.  As 
you  know,  as  part  of  the  loan  guarantee  legislation,  the  administra- 
tion did  withhold  a  certain  amount  of  money  from  the  loan  guaran- 
tee availability  this  fiscal  year  as  a  result  of  that  settlement  activ- 
ity. 

But  there  is  an  assumption  that  the  Rabin  government  is  com- 
mitted to  seeing  that  activity  diminish  over  time. 

COLLECTIVE  PUNISHMENT  OF  PALESTINIANS 

Mr.  McCloskey.  Could  either  you  or  Ms.  Carpenter  comment  on 
prospects  as  to,  I  guess  what  I  would  call  over  the  years,  collective 
punishment  to  the  Palestinians  on  the  part  of  the  Israelis.  I  guess 
some  of  the  most  egregious  problems  in  that  regard  from  time  to 
time — ^you  know,  the  leveling  of  entire  houses  and  villages,  if  you 
will,  particularly  in  the  event  there  are  PLO  terrorists  or  suspected 
terrorists  in  the  area  or  associated  with  that  house  or  village. 

I  don't  know.  Quite  frankly,  I've  never  been  to  Israel  or  the  dis- 
puted areas.  But  what  did  it  really  mean  for  the  Israelis  to  refuse 
access  to  Israel  by  everyone,  in  essence,  in  the  disputed  areas?  Is 
that  collective  punishment  or  not?  Was  that  wise? 

Mr.  KURTZER.  There  are  separate,  but  obviously  interrelated  is- 
sues of  collective  punishment  and  the  closure  of  the  territories. 

As  we  have  indicated.  Congressman,  in  our  annual  human 
rights,  and  as  we  do  every  day  in  our  dialogue  with  the  Israeli  Gov- 
ernment, we  oppose  punishments  which  are  inflicted  upon  the  Pal- 
estinian population  which  are  collective  in  nature,  when  whole  vil- 
lages are  put  under  curfew,  or  when  a  large  number  of  houses  are 
sealed  or  destroyed  as  a  result  of  a  transgression  by  an  individual. 
And  we  have  made  those  views  very,  very  clear  to  the  Israeli  Gov- 
ernment. And  we  hope  that  over  time,  that  form  of  punishment  will 
not  be  resorted  to. 

Mr.  McCloskey.  But  you  say  that  is  over  time,  that  that  basic 
policy  decision  has  not  been  made  in  a  beneficial  way  then,  right — 
yet? 

Mr.  KuRTZER.  As  we  understand,  the  Israeli  Government  still  re- 
sorts to  those  activities.  We  are  still  getting  information,  for  exam- 
ple, from  what  happened  yesterday  in  Ramallah.  But  it  is  possible 
that  we  witnessed  it  even  yesterday  with  the  destruction  of  a  house 
there.  So  it  is  something  that  we  continue  to  keep  very  high  on  our 
agenda  with  the  Israeli  Government  and  hope  that  the  policies  will 
change  over  time. 

With  regard  to  closure,  particularly  in  the  last  year  as  the  num- 
ber and  severity  of  terrorist  attacks  against  Israeli  citizens  inside 
Israel  has  increased,  the  Israeli  Grovernment  has  periodically  closed 
the  territories,  meaning  that  it  has  limited  the  movement  of  Pal- 
estinians from  the  occupied  territories  into  Israel.  This  is  claimed 
by  Palestinians  to  be  a  form  of  collective  punishment.  It  is  also  an 
economic  hardship  for  Palestinians,  somewhere  between  60  and 
90,000  of  whom  have  regular  jobs  inside  Israel. 

Mr.  McCloskey.  Right.  And  many  of  them  are — they  know  are 
peaceful,  law  abiding  citizens  of  the  area,  fully  trusted  and  cleared, 
so  to  speak.  Is  it  not  a  little  bit  extreme  to  seal  access  off  for  every- 
one? 
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Mr.  KURTZER.  It  is  a  difficult  policy  choice  that  the  Israeli  Gov- 
ernment faces  when  it  has  a  responsibiHty  also  to  protect  its  citi- 
zens. The  events  of  Afoula  a  few  days  ago  and  of  Hadera  this  morn- 
ing in  which  ordinary  Israeli  civilians  faced  this  kind  of  terrorism, 
probably  from  Palestinians  coming  from  the  territories,  obviously 
has  swayed  the  Israeli  Government  to  take  what  are  rather  drastic 
measures.  But  it  is — we  know  from  our  discussions  with  the  Israeli 
Government  that  it  is  not  a  decision  that  they  take  easily  or  light- 
ly, but  one  that  is  done  to  protect  the  Israeli  citizens. 

Mr.  McCloskey.  Thank  you  very  much.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Hastings.  All  right.  I  would  ask  my  colleague,  Mr.  Schumer, 
to  recognize  how  fast  things  change  around  here.  I  noticed  when 
he  walked  in,  he  wanted  to  make  sure  that  he  was  in  the  right 
committee.  Mr.  Schumer. 

YASSER  ARAFAT'S  CONDEMNATION  OF  TERRORISM 

Mr.  Schumer.  Thank  you,  Chairman  Hastings.  I  guess  my  first 
question  is  to  Mr.  Kurtzer,  just  related  to  the  attack  that  occurred 
this  morning.  And  one  of  the  things  that  has  troubled  me  through- 
out this  peace  process  is  that  the  person  who  was  supposed  to  be 
in  charge  of  enforcing  the  peace  against  Hamas  after  the  Israelis 
leave  Jericho  and  Gaza  and  whatever  else  they  are  going  to  leave 
is  Yasser  Arafat.  And  yet,  he  has  even  shown  a  reluctance  to  con- 
demn these  kinds  of  attacks. 

It  makes  me  wonder  how  we  can  expect  him  to  actually  police 
Hamas  and  use  more  than  words,  which  he  is  going  to  have  to  use 
force  to  curb  Hamas  from  doing  this,  because  a  few  more  of  these 
attacks  and  the  peace  process  will  be  gone.  I  am  onlv  surprised 
that  Hamas  is  doing  them  now.  I  thought  they  would  wait  until 
afterwards,  and  I  am  sure  they  will  continue  them. 

Could  you  tell  me  your  views  on  that  statement?  Could  you  tell 
me  what  this  administration  is  doing  to  have  Arafat  more  publicly, 
without  his  arm  being  twisted,  to  avoid  the  kind  of  display  that 
happened  last  time?  When  asked  by  a  question  by  a  reporter,  he 
just  walked — you  know,  how  bad  were  these  attack,  he  just  walked 
off  the  stage.  That  does  not  help  the  peace  process  one  iota.  What 
we  are  doing  to  prevent  that  from  happening — go  ahead. 

Mr.  Kurtzer.  Congressman,  we  are  at  one  with  you  in  the  senti- 
ments you  expressed.  It  is  distressing.  It  is  disappointing.  It  is  bad 
that  Chairman  Arafat  has  not  found  it  within  himself  or  within  the 
organization  to  disassociate  the  PLO  and  himself  much  more  clear- 
ly from  the  acts  of  terrorism. 

I  would  address  the  question  on  three  levels.  One  is  the  human 
level.  As  a  human  being,  without  requiring  the  prodding  from  the 
outside,  I  think  Mr.  Arafat  can  be  expected  to  react  to  human  suf- 
fering the  way  the  Prime  Minister  Rabin  reacted  to  Palestinian  suf- 
fering as  a  result  of  the  attack  on  the  mosque  in  Hebron. 

There  is  also  a  question  of  political  leadership.  Even  though  the 
groups— some  of  the  groups  responsible  for  the  current  wave  of  ter- 
rorism are  not  answerable  to  the  PLO  and  Arafat  does  not  have, 
in  a  sense,  control  over  them,  as  an  issue  in  political  leadership, 
there  is  no  question  that  he  should  be  leading  the  Palestinian  peo- 
ple in  condemning  and  disassociating  the  PLO  from  these. 
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And  then  there  is  the  third  issue,  which  is  his  ongoing  relation- 
ship with  Israel.  Even  as  these  attacks  occur,  Israelis  and  Palestin- 
ians PLO  continue  to  negotiate,  and  it  would  be  wise  diplomacy 
and  politics  for  the  PLO  to  put  itself  on  the  side  of  those  who  op- 
pose this  terrorism,  rather  than  those  who  are  silent  about  it. 

Mr.  SCHUMER.  Well,  but  how  do  we  expect — if  he  is — if  he  has 
to  be  almost  pushed  into  verballv  making  such  statements — and  I 
do  not  know  what  has  happened  this  morning  in  terms  of  his  re- 
sponse— how  are  we  going  to  expect  and  how  are  the  Israelis  going 
to  expect  him  to  actually  do  more  than  that,  which  is  what  he  is 
going  to  have  to  start  doing  by  terms  of  this  agreement? 

Mr.  KURTZER.  Look,  as  a  practical  matter.  Congressman,  when — 
and  I  assume  the  negotiations  will  succeed  in  the  next  days  or 
weeks — when  there  is  the  transfer  of  authority  and  Israeli  rede- 
ployment from  Gaza  and  Jericho,  responsibility  for  the  people  of 
Gaza  and  Jericho  will  be  transferred  to  the  Palestinians.  Arid  at 
that  time,  it  would  be  more  than  reasonable  to  expect  that  the  au- 
thorities in  power  then  take  responsibility  and  have  to  answer  for 
the  actions  of  people  who  live  there. 

Mr.  ScHUMER.  Well,  I  know  that  is  what  we 

Mr.  KURTZER.  The  more  difficult  proposition  today,  when  there 
are  no  Palestinian  police,  when  these  groups  are  not  part  of  the 
PLO  and,  in  fact,  oppose  the  PLO.  And,  therefore,  the  debate — pub- 
lic debate  has  been  on  Mr.  Arafat's  personal  condemnation  in  a  sit- 
uation where  he  really  does  not  have  the  authority. 

Mr.  ScHUMER.  I  see.  You  are  saying  it  will  be  easier — I  am  not 
trying  to  twist  your  words  or  anything — but  it  will  be  easier  for  a 
Palestinian  police  force  to  arrest  these  people,  try  them,  prosecute 
them,  or  do  whatever  kind  of  rougher  justice  that  they  do,  then  it 
will  be  for  Arafat  to  verbally  say  something  now. 

Mr.  KuRTZER.  I  do  not  know  if  it  will  be  easier,  but  it  will  be 
something  that  will  be  expected  of  the  Palestinian  police  force. 

Mr.  ScHUMER.  Do  they — in  the  negotiations,  does  Arafat  and 
those  people  realize  that? 

Mr.  KuRTZER.  I  assume  so.  As  you  know,  we  get  briefed  on  the 
negotiations.  I  cannot — I  cannot  tell  you  the  specifics,  but  the  ques- 
tions relating  to  security  and  security  responsibilities  have  been 
the  most  hard  fought,  difficult  and  when  they  are  finally  agreed, 
probably  the  soundest,  because  they  have  gotten  so  much  discus- 
sion. So  assume  that  this  kind  of  discussion  has  taken  place;  yes. 

Mr.  ScHUMER.  Yes.  It  is  just  a  little  different,  you  know,  when 
you  say  security,  who  should  inspect  someone  who  crosses  over  the 
border.  It  is  just  we  want  our  person  there  and  that  is  part  of  the 
agreement.  It  is  a  little  different  when  you  say  prospectively,  who 
is  in  charge  of  making  sure  that  Hamas  does  not  continue  to  do 
this;  and  the  Palestinian  side  says,  oh,  it  is  us,  and  then  getting 
them  to  do  it  is 

ISRAELI  AID  AND  PROMOTING  PEACE 

Anyway,  I  am  very  troubled  by  this  and  leads  me  to  my  second 
question,  which  is  that  the  administration,  the  Reform  bill  lumps 
all  of  Israel's  aid  into  one  of  those  five  categories  promoting  peace. 
It  is  rather  narrow.  Let  us  say  these  attacks  continue.  And  let  us 
say  through  democratic  process,  Israel  feels  they  have  to  either 
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break  off  talks  or  later  on,  put  a  military  cordon  around  the  Gaza 
or  around  Jericho,  even  go  in  themselves  and  take  back  what  hap- 
pened because  their  security  was  not  protected. 

Would  Israel's  aid  be  in  danger  with  that  language?  Should  not 
the  language  be  a  little  broader?  Could  not  people  in  this  country 
who  are  opposed  to  foreign  aid  in  general,  or  opposed  to  Israel's  po- 
sition in  particular,  use  that  language  as  a  way  of  cutting  off  aid, 
when  really  the  reality  was  that  it  was  the  other  side  that  did  this? 
But  they  do  not  get  that  kind  of  aid,  so  they  will  say,  well,  cut 
them  off  for  both  sides,  and  we  know  who  loses.  I  am  troubled  by 
the  language,  and  I  think  it  ought  to  be  made  a  little  flexible  and 
a  little  more  broad. 

Our  relationship  with  Israel,  of  course  in  the  long  run,  has  pro- 
moted peace.  It  has  also  had  various  other  components,  military 
and  other  components,  and  I  am  troubled  by  that.  What  is  your  de- 
partment's view? 

Mr.  KuRTZER.  As  the  Congressman  has  indicated,  I  think  in  each 
of  the  formal  presentations  of  the  members  of  the  panel,  as  well  as 
in  response  to  an  earlier  question,  it  is  clear  to  all  of  us  and  to  the 
administration  that  our  support  for  Israel  extends  well  beyond  the 
immediate  title  heading  of  peace  process,  and  it  is  deeper,  more 
fundamental  and,  therefore,  not  subject  to  the  kind  of  vicissitudes 
that  you  are  suggesting. 

Mr.  ScHXJMER.  Well,  why  should  the  bill  not  say  that  in  some 
way?  I  mean,  your  language  will  be  very  nice  if  4  years  from  now, 
somebody  else  says,  well,  this  is  really  military  or,  you  know,  other 
type  of  activity  and  it  does  not  fit  here. 

Mr.  KuRTZER.  I  will  have  to  submit  this  to  the  Department  of  the 
Rectification  of  Names.  I  do  not  quite  know  the  answer  to  the  ques- 
tion. But  I  cart  assure  you  that  the  placing  of  this  assistance  under 
a  particular  category 

Mr.  ScHUMER.  I  under — I  do  not  think  there  is  anything — believe 
me,  I  do  not  think  there  is  anything  on  your  part  or  on  the  part 
of  the  administration  designed  to  do  this.  I  just — ^you  know,  I  guess 
I  always  look  out  for  the  consequences.  As  somebody  once  said 
about  the  Jewish  people,  they  are  paranoid  and  5,000  years  of  his- 
tory proves  they  have  reason  to  be. 

OK.  Let  me  ask  you  this:  what  would  happen — I  know  under  this 
proposal  that  the  President  gets  broad  powers  to  redirect  or  cutoff 
U.S.  aid,  foreign  aid  earmarked  by  Congress.  Under  this  proposal, 
am  I  incorrect  in  assuming  if  the  President,  on  his  own,  wanted  to 
resume  aid  to  Syria,  he  could? 

Mr.  KuRTZER.  I  would  have  to — I  would  like  to  be  able  to  give 
you  a  very  well  thought  out  answer.  But  the  simple  answer,  which 
is  subject  to  what  I  nope  I  can  send  you  later,  is  no,  because  the 
sanctions  that  are  currently  imposed  on  Syria  are  legislated,  and 
I  do  not — I  am  not  sure  that  the  discretion  which  is  being  sought 
in  the  new  bill  would  have  an  impact  on  that.  I  would  want  to  be 
sure  on  that.  Congressman,  though,  and  get  back  to  you. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

The  administration's  proposed  rewrite  of  the  FAA  would  allow  the  President  to 
waive  the  application  of  various  aid  prohibitions  to  provide  assistance  to  otherwise 
ineligible  countries,  including  those  that  provide  support  for  acts  of  international 
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terrorism,  if  he  determined  that  the  furnishing  of  such  assistance  was  important  to 
the  national  interests  of  the  United  States  or  for  humanitarian  or  other  special  rea- 
sons. Current  law  allows  waiver  by  the  President  of  prohibitions  on  assistance  to 
governments  supporting  international  terrorism  if  he  determines  that  national  secu- 
rity interests  or  humanitarian  reasons  would  justify  such  assistance  and  consults 
prior  to  the  waiver's  taking  afiect  with  Congress.  As  under  current  law  and  practice, 
the  waiver  authority  in  the  proposed  rewrite  is  designed  to  be  used  very  judiciously 
and  only  in  exceptional  circumstances. 

Mr.  ScHUMER.  Yes.  I  mean,  you  know,  you  could  do  a  couple  of 
other  steps.  Just  the  other  week,  it  was  at  least  my  understanding 
that  some  in  the  State  Department  had  urged  that  Syria  be  taken 
off  the  list  of  drug — of  countries  that  are  selling  drugs  actively  or 
not — or  to  inactively  stopping  the  flow  of  drugs  from  territory  they 
control  to  the  United  States,  and  I  and  others  raised  a  ruckus  and 
that  was  changed.  But  it  clearly  was  not  because  their  drug  activi- 
ties had  changed.  It  was  for  other  purposes. 

I  think — ^you  tell  me  if  I  am  wrong — while  it  is  legislative  that 
no  one  on  such  a  list — a  drug  list  or  a  terrorist  list  can  get  aid,  but 
the  placing  of  that  country  on  the  list  is  not  in  the  dis — is  not  up 
to  Congress,  but  in  the  discretion  of  the  administration.  So  you  just 
pull  those  two — Syria  off  those  two  lists  for  whatever  other — what- 
ever other  reasons  might  come — you  know,  might  arise  and  they 
can  get  the  aid.  Am  I  wrong  in  that? 

Ms.  Carpenter.  Mr.  Congressman,  maybe 

Mr.  ScHUMER.  Go  ahead,  Ms.  Carpenter. 

Ms.  Carpenter.  Maybe  I  can  comment  on  that.  The  procedures 
that  we  have  worked  out  in  consultation  with  Congress  about  our 
aid  programs  under  the  new  bill  involve  an  initial  presentation  by 
country  and  by  strategic  objective.  In  other  words,  we  would  come 
to  you  and  say,  in  the  coming  fiscal  year  this  is  what  we  hope  to 
achieve  in  country  x.  Syria  is  not  on  that  list.  We  would  have  to 
consult  with  Congress  on  any  new  program  because  it  would  not 
have  been  included  in  our  initial  consultation. 

Mr.  ScHUMER.  I  understand.  But  consult  means  tell  us  ahead  of 
time.  It  does  not  mean  if  Congress — if  the  whole  Foreign  Affairs 
Committee  should  say,  do  not  do  it,  you  could  still  do  it  if  you 
should  choose. 

Ms.  Carpenter.  I  suspect  that  there  would  be  quite  a  debate 
about  that  issue. 

Mr.  ScHUMER.  Yes.  I  understand  what  consultation  means.  It  is 
a  debate;  no  more,  no  less. 

DENIAL  OF  AID  AND  ARMS  SALES  TO  ARAB  STATES 

OK  My  next  question,  if  I  might,  Mr.  Chairman,  is  ask  that 
should,  you  know — and  this  is  to  Mr.  Kurtzer,  I  guess,  again — 
should  the  United  States  deny  aid  and  arm  sales  to  Arab  states 
that  continue,  say,  to  sponsor  terrorism,  continue  to  support  the 
secondary  boycott  of  American  firms,  continue  to  deny  human 
rights? 

Mr.  Kurtzer.  Congressman,  I  can  tell  you  from  many  long  hours 
in  the  office  over  the  last  years,  the  degree  to  which  this  and  pre- 
vious administrations  have  sought  to  bring  about  an  end  of  the  en- 
tire boycott,  not  just  secondary  and  tertiary,  but  also  primary,  we 
have  seen  some  progress. 
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Mr.  SCHUMER.  No,  I  appreciate  your  efforts  and  the  Secretary's. 
But  unfortunately,  they  have  not  produced  all  that  much  yet. 

Mr.  KURTZER.  They  have  not  produced  the  outcome  we  both 
would  like.  They  have  produced  some  intermediate  outcomes,  and 
we  continue  to  work  very  hard,  both  at  stopping  the  situation  from 
getting  worse,  and  then  hoping  and  working  to  make  it  get  better. 
It  is  not  our  judgment  that  the  imposition  of  additional  restrictions, 
be  they  additional  sanctions,  would  help  our  efforts  to  do  this.  That 
is  a  judgment  that  we  have  made  on  the  basis  of  the  activities  that 
we  have  undertaken  over  the  past  couple  of  years  and  some  of 
these  modest  successes  that  have  been  registered. 

But  we  keep  an  open  mind  with  regard  to  tactical  ways  to  in- 
crease awareness  of  the  debilitating  effects  of  the  boycott,  and  we 
will  use  all  those  tricks  at  our  disposal  to  try  to  bring  about  an  end 
to  that. 

AID  TO  COUNTRIES  WHO  SPONSOR  TERRORISM 

Mr.  ScHUMER.  What  about  sponsoring  terrorism?  If  we  knew  that 
a  country  x  anywhere  in  the  world,  but  particularly  in  the  Middle 
East,  continued  to  sponsor  terrorism,  would  the  administration's 
view  that  they  should  not,  under  any  circumstances,  get  foreign 
aid? 

Mr.  KURTZER.  I  think  this  administration  would — would  be  true 
to  the  intent  of  the  legislation,  which  would  suggest  that  such  a 
country  be  put  on  the  terrorism  list,  or  not  be  taken  off  if  it  has 
already  been  put  on.  That  does  not  mean  we  stop  a  dialogue  with 
that  country,  in  the  hope  that  it  will  change  its  ways.  But  under 
those  hypothetical  circumstances,  I  think  we  would  be  true  to  the 
law. 

Mr.  SCHUMER.  Right.  Let  us  say  we  found  out  that  the  Fatah 
Hawks  5  months  from  now  was  doing  terrorist  activities;  Arafat  de- 
nied it,  but  the  group  was  getting  pretty  close.  What — would  the 
administration  still  consider  aid — some  kind  of  aid  to  the  PLO? 

Mr.  KuRTZER.  It  is  a  difficult  hypothetical  situation  because  I 
would  have  to  ask  you  what  has  the  PLO  done  as  a  result  of  the 
Fatah  Hawks  claiming  responsibility.  There  was  at  least  one  inci- 
dent since  September  13  in  which  Fatah  Hawks  did  claim  respon- 
sibility for  a  terrorist  attack.  But  the  information  available,  both  to 
us  and  the  Israelis,  suggests  that  it  was  not  at  all  directed,  con- 
doned or  supported  by  the  PLO.  So  it  is  difficult  to 

Mr.  ScHUMER.  Are  not  the  Fatah  Hawks  part  of  the  PLO? 

Mr.  KuRTZER.  Well,  Fatah  Hawks 

Mr.  ScHUMER.  Do  they  get  money  from  the  PLO? 

Mr.  KuRTZER.  As  an  organization,  yes;  but  is  every  Fatah  Hawk 
accountable  to?  I  do  not  know.  That  is  the  problem  in  dealing  when 
this  situation  occurs. 

Mr.  ScHUMER.  On  the  other  hand,  you  end  up  with  a  pretty 
anomalous  situation  if  the  head  of  an  organization  continues  to  aid 
a  wing  of  the  organization  that  is  terrorist  and  say,  well,  we  did 
not  have  anything  to  do  with  this. 

Mr.  KuRTZER.  That  is  correct. 

Mr.  ScHUMER.  Thank  you,  Mr.  Chairman. 
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SITUATION  IN  NORTHERN  IRAQ 

Chairman  Hamilton.  I  wanted  to  ask  some  questions  about  the 
situation  in  northern  Iraq.  Prior  to  this  fiscal  year,  the  administra- 
tion has  not  made  a  budget  request  to  the  Congress  for  funds  for 
humanitarian  rehef  or  assistance  in  northern  Iraq,  but  the  Con- 
gress earmarked  funds  on  its  own  initiative  for  that  purpose.  Now 
this  year  the  Department  of  Defense  has  requested  $15  milHon  for 
that  purpose.  The  question  is:  why  have  you  now  finally  decided  to 
put  it  in  the  budget? 

Mr.  Smith.  Well,  I  think  the  need  for  these  funds  is  quite  obvious 
given  the  conditions  in  northern  Iraq. 

Chairman  Hamilton.  Where  did  you  get  the  $15  million?  You 
had  $41  milHon  in  1992  and  1993. 

Mr.  Smith.  I  think  the  $15  million  is  based  on  what  the  esti- 
mated needs  are,  obviously,  for  the  people  in  this  region  during  fis- 
cal year  1995. 

Chairman  Hamilton.  So  you  think  there  is  less  of  a  humani- 
tarian need  now  than  there  was  2  or  3  years  ago? 

Mr.  Smith.  I  think  the  need  has  been  reduced  somewhat  as  a  re- 
sult of  our  on-going  efforts,  but  I  would  not  say  that  it  has  been 
reduced  by  a  third  or  anything  like  that. 

Chairman  Hamilton.  How  are  you  going  to  spend  the  $15  mil- 
lion? 

Mr.  Smith.  It  is  going  to  be  spent  for  such  things  as  food  stuffs, 
heating  fuel  and  agriculture  supplies.  I  will  submit  something  to 
you. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

These  funds  have  been  requested  to  permit  continuation  of  the  ongoing  rehef  pro- 
gram, including  a  fiscal  year  1995-96  winterization  program  for  which  relief  activi- 
ties will  begin  during  the  summer  of  1995.  Since  approximately  $15  million  is  an- 
ticipated to  remain  available  from  the  fiscal  year  1994  appropriation  for  use  in  fiscal 
year  1995,  only  $15  million  in  additional  appropriations  are  necessary  in  fiscal  year 
1995  to  continue  a  $30  million  annual  program.  This  situation  arose  from  the  avail- 
ability of  remaining  fiscal  year  1993  funds  for  use  in  fiscal  year  1994. 

The  fiscal  year  1995  program,  as  in  fiscal  year  1994,  is  to  support  food  and  fuel 
procurements  as  well  as  the  purchase  of  medical  and  agricultural  supplies  and  con- 
struction materials  for  rural  resettlement  purposes.  These  funds  likely  will  also  sup- 
port activities  in  the  following  areas:  water  and  sanitation;  landmine  awareness; 
electrical  power;  animal  vaccinations;  pet  eradication;  and  education.  Winterization 
activities  include  primarily  procurement  and  distribution  of  food,  such  as  wheat  and 
vegetable  oil,  and  heating  fuel. 

The  Department  of  Defense  requested  these  funds  since  the  administration  con- 
tinues to  support  relief  for  northern  Iraq,  and  the  ongoing  relief  program  for  which 
these  funds  are  intended  has  been,  and  is  currently,  lunded  and  managed  by  DOD. 

Chairman  Hamilton.  Now,  we  have  provided  a  lot  of  money  to 
northern  Iraq:  $90  million  over  a  period  of  several  years,  and  the 
military  operation  in  northern  Iraq  has  totaled  some  $2  billion 
from  1991  to  1993.  That  includes  the  maintenance  of  the  no-fiy 
zone  in  northern  Iraq;  it  includes  the  Operation  Provide  Comfort 
support;  and  I  guess  some  ground  presence  in  the  security  zone  in 
northern  Iraq.  Spell  out  for  me  what  our  interests  are  in  northern 
Iraq.  What  are  the  United  States'  national  interests  in  northern 
Iraq? 

Mr.  KURTZER.  Mr.  Chairman,  if  I  could  ask  your  permission  to 
do  two  things?  One  is  to  say  a  couple  of  things  for  the  record,  and 
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then  to  invite  a  colleague  who  could  probably  better  respond  to 
your  questions. 

The  United  States  has  long  been  in  the  forefront  of  the  inter- 
national humanitarian  and  relief  effort  in  northern  Iraq,  and  we 
expect  to  remain  a  leader  in  this  immensely  complex  undertaking. 
I  would  note,  as  you  have  mentioned,  that  the  administration  has 
requested  $15  million  in  the  fiscal  year  1995  defense  budget  to  con- 
tinue these  programs. 

At  the  same  time,  we  strongly  support  the  international  sanc- 
tions regime  that  the  United  Nations  Security  Council  has  imposed 
in  order  to  compel  Baghdad  to  comply  with  all  relevant  Security 
Council  resolutions.  Sanctions  are  working,  and  we  believe  that 
maintaining  a  comprehensive,  strict  sanctions  regime  is  the  best 
way  to  obtain  full  Iraqi  compliance. 

We  further  believe  that  any  partial  lifting  of  sanctions  for  north- 
ern Iraq  would  undermine  the  integrity  and  effectiveness  of  that 
regime.  The  U.N.  has  made  provision  for  the  furnishing  of  food, 
medicine  and  other  basic  humanitarian  needs  to  the  Iraqi  people, 
and  the  international  community  has  been  operating  under  those 
guidelines  for  the  past  few  years. 

With  your  permission,  Mr.  Chairman,  I  would  like  to  ask  Ron 
Neumann,  who  is  the  Director  of  our  Office  of  Northern  Gulf  Af- 
fairs, to  join  us  at  the  table  to  respond  to  more  specific  questions 
about  Iraq. 

Chairman  Hamilton.  Yes.  Maybe  you  should  identify  yourself, 
sir. 

Mr.  Neumann.  Yes.  I  am  Ronald  Neumann.  I  am  the  Director  of 
the  Office  of  Northern  Gulf  Affairs,  which  translates  in  English 
into  Iran  and  Iraq. 

Chairman  Hamilton.  You  are  going  to  go  to  Algeria  soon  as  Am- 
bassador, I  understand. 

Mr.  Neumann.  That  is — Senate  willing,  that  will  be 

Mr.  Hamilton.  Well,  that  will  be  a  tough  assignment.  We  wish 
you  well. 

GAO  REPORT  ON  U.S.  PURCHASE  OF  DIAQI  OIL 

The  GAO  tells  me  that  we  purchase  oil  from  Iraqi  refineries.  Is 
that  correct? 

Mr.  Neumann.  We  do  not  purchase  directly  from  GAO — Freudian 
slip  there. 

Chairman  Hamilton.  We  purchase  it  through  northern  Iraqi 
agents? 

Mr.  Neumann.  That  is  correct. 

Chairman  Hamilton.  So  here  we  are  buying  Iraqi  oil;  is  that 
right? 

Mr.  Neumann.  In  the  provision  of  heating  and  transport  fuel, 
which  has  been  essential  to  keep  the  Kurds  alive  in  northern  Iraq 
and  other  civilians  there,  and  to  move  the  most  basic  relief  sup- 
plies, we  have  found  that  purchasing  a  percentage  of  that  fuel  lo- 
cally in  northern  Iraq  has  resulted  in  a  considerable  saving  and, 
therefore,  a  considerable  expansion  in  the  relief  effort  which  we 
have  been  able  to  deliver. 

Chairman  Hamilton.  Are  we  not  eroding  the  sanctions  when  we 
purchase  Iraqi  oil? 
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Mr.  NeumanA.  We  do  not  think  so  to  date.  This  is — I  do  not  want 
to  make  Hght  of  the  fact  that  this  is  a  difficult  kind  of  tradeoff.  It 

is  not  supporting 

Chairman  Hamilton.  Mr.  Kurtzer  was  just  telhng  us  a  moment 
ago  about  the  importance  of  these  sanctions. 

Mr.  Neumann.  Most  of 

Chairman  Hamilton.  What  we  are  doing  now,  as  I  understand 
it,  is  the  United  States  is  permitting  Jordanian  purchases  of  Iraqi 
oil.  We  are  purchasing,  ourselves,  Iraqi  oil  for  use  in  northern  Iraq. 
We  oppose  permitting  the  Kurds  in  northern  Iraq  to  develop  their 
own  internal  capabilities  to  meet  their  fuel  needs,  which  they  can 
do  for  less  cost  than  what  we  are  buying  the  oil  for  and  providing 
assistance  to  them.  And  we  are  undermining  our  own  policy. 
Mr.  Neumann.  Mr.  Chairman — I  am  sorry,  were  you  finished? 
Chairman  Hamilton.  Well,  you  have  got  to  explain  it  to  me.  I 
do  not  understand  it. 

Mr.  Neumann.  Thank  you,  sir.  I  hope  and  I  think  that  we  are 
not  undermining  our  own  overall  policy. 

Chairman  Hamilton.  Well,  why  would  we  not  be  undermining 
our  own  policy  if  we  are  buying  oil  from  the  Iraqis? 

Mr.  Neumann.  First  of  all,  the  oil  we  are  buying — and  I  would 
note,  I  have — we  have  not,  of  course,  seen  the  GAO  reports,  al- 
though I  understand  you  have  had  some  debriefings  on  it.  But  the 

basic  facts 

Chairman  Hamilton.  Now,  wait  a  minute  here.  Are  you  denying 
that  we  are  buying  oil  from  the  Iraqis? 

Mr.  Neumann.  I  want  to  be  clear  on  the  terminology.  I  am  not 
denying  where  the  oil  comes  from.  But  I  want  to  be  clear  that  un- 
like, for  instance,  the  UNICEF  program,  which  purchases  the  oil 

directly  from  Iraqi  refineries,  we  are  purchasing 

Chairman  Hamilton.  Look,  we  are  taking  a  position  with  all  the 
world  that  we  have  sanctions  against  Iraq.  Mr.  Kurtzer  just  identi- 
fied the  policy  for  us.  We  want  the  sanctity  of  those  sanctions.  We 
do  not  want  to  undermine  those  sanctions.  And  here  we  are  behind 
the  back  door  buying  Iraqi  oil. 

Mr.  Neumann.  Sir 

Chairman  Hamilton.  And  you  are  not  denying  that. 

Mr.  Neumann.  I  am  not  denying  it.  But  it  is 

Chairman  Hamilton.  Why  doBS  it  not  undermine  the  policy? 
Why  will  other  countries  not  come  to  us  and  say,  well,  you  are  buy- 
ing oil  from  them,  why  can't  we  trade  with  them? 

Mr.  Neumann.  Sir,  if  I  could  go  back  to  the  basic  purpose  of  the 
policy.  As  you  remember,  we  have,  from  the  beginning,  coun- 
tenanced some  exceptions  in  order  to  provide  humanitarian  needs 
to  the  Iraqi  people  as  a  whole.  We  have  not  sought  to  embargo 
food.  We  have  not  sought  to  embargo  medicine.  We  have  never  at- 
tempted to  carry  out  the  kind  of  total  starvation  of  the  people  sort 
of  policy,  which,  for  instance,  the  Government  of  Iraq  maintains  to- 
ward its  own  population  in  the  North.  And  Security  Council  Reso- 
lution 687  recognized  the  possibility  of  that  and  relaxing  some  of 
the — some  of  the  constraints  on  financial  purchases  of  humani- 
tarian goods  in  Iraq. 
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Chairman  Hamilton.  Are  you  arguing  that  purchasing  oil  from 
the  Iraqis  comes  under  humanitarian  exceptions?  The  world  is 
awash  in  oil.  You  can  buy  it  anywhere. 

Mr.  Neumann.  We  have,  as  you  know,  a  limited  budget.  These 
purchases  have  stretched  the  relief.  We  have  been  able  to  deliver 
the  heating  fuel  which  has  kept  people  alive  in  a  cold  winter. 

Chairman  Hamilton.  Why  do  you  not  just  let  the  Kurds  produce 
their  own  oil?  That  would  be  cheaper. 

Mr.  Neumann.  I  am  not  sure  that  would  be  the  case.  Obviously, 
there  is  not 

Chairman  Hamilton.  The  Kurds  want  that,  do  they  not? 

Mr.  Neumann.  The  Kurds  would  like  to  install  a  refinery,  which 
they  do  not  have  the  funds  to  purchase.  There  is 

Chairman  Hamilton.  My  understanding  is  that  for  $10  million 
they  could  have  their  own  oil  refinery. 

Mr.  Neumann.  That  is  one  of  the  claims  they  have  made.  We 
have 

Chairman  Hamilton.  You  reject  that? 

Mr.  Neumann.  We  have  a  lot  of  doubts  about  the  economics  of 
it.  The  British  Government  funded  a  research  consultant  who 
looked  at  the  economic  feasibility  of  operating  a  refinery  in  the 
North.  They  raised  a  considerable  number  of  doubts — questions 
about  it.  I  do  not  want  to  leave  you  with  the  misinterpretation  that 
this  has  been  solely  a  technical  question.  We  have  had,  as  well,  as 
I  think  you  know,  questions  about  how  this  would  work;  whether 
we  could  get — our  conclusion  has  been  we  could  not  get  agreement 
on  the  Sanctions  Committee. 

But  it  has  also  looked  to  us  not  terribly  economically  feasible; 
very  vulnerable  to  Iraqi  attack;  would  require  drilling  and 
redrilling  new  wells;  setting  up  pipelines  to  move  oil  or  trying  to 
move  it  between  trucks.  It  is  not — all  I  am  trying  to  say  here,  Mr. 
Chairman,  is  that  it  is  not  as  simple  and  easy  an  operation  as  I 
think  it  has  been  sometimes  portrayed.  And  when  that  is  added 
into  the  political  downsides  and  the  security  problems,  we  have  not 
thought  it  was  a  very  good  idea. 

Chairman  Hamilton.  Now,  we  let  the  Jordanians  buy  all  their 
oil — or  most  of  their  oil — through  Iraq,  too,  do  we  not? 

Mr.  Neumann.  That  is  correct,  sir. 

Chairman  Hamilton.  And  how  does  that  fit  in  with  this  idea  of 
sanctions? 

Mr.  KURTZER.  Mr.  Chairman,  if  I  could  respond  to  that.  In  the 
aftermath  of  the  Gulf  War,  alternative  Jordanian  oil  supplies,  as 
you  know,  were  cutoff.  The  Saudi  Government  refused  to  provide. 
And  at  the  same  time,  Jordan  continued  to  be  able  to  receive  Iraqi 
oil  for  some  time,  basically  free,  in  repayment  of  old  debts. 

The  U.N.  Sanctions  Committee  has  taken  note  of  this.  And, 
therefore,  it  is  technically  a  violation.  But  given  the  fact  that  Jor- 
dan has  no  other  sources  and  given  the  fact  that  at  least  half  of 
the  oil  that  is  being  provided  to  Jordan  is  now  coming  in  free,  the 
situation  has  continued  that  way,  sir. 

Chairman  Hamilton.  So  it  is  OK  for  the  Jordanians  to  break  the 
sanctions.  It  is  OK  for  us  to  break  the  sanctions.  We  just  do  not 
want  anybody  else  to  do  it. 


133 

Mr.  Neumann.  I  was  afraid  he  would  hand  me  back  the  micro- 
phone at  that  point.  Sir,  on  the — on  the  purchase  for  humanitarian 
purposes  in  Iraq,  it  is  not  our  view  that  that  is  a  violation  of  sanc- 
tions. The  resolutions 

Chairman  Hamilton.  We  are  not  violating  sanctions  by  purchas- 
ing oil  from  Iraq,  is  that  our  position? 

Mr.  Neumann.  There  is  provision  in  the  sanctions 

Chairman  Hamilton.  Is  that  our  position:  we  are  not  violating 
sanctions  by  purchasing  oil  from  Iraq? 

Mr.  Neumann.  We  do  not  believe  we  are  in  violation;  no,  sir.  I 
would  also 

Chairman  Hamilton.  Because  the  purchase  of  oil  comes  under 
the  humanitarian  exception? 

Mr.  Neumann.  That  is  correct,  sir.  I  would  also  note,  if  I 
may^— 

Chairman  HAMILTON.  Can  you  not  buy  oil  elsewhere? 

Mr.  Neumann.  We  can  buy  it  elsewhere  at  a  considerable 

Chairman  Hamilton.  Why  buy  it  from  Iraq? 

Mr.  Neumann.  The  decision  to  make  local  purchases  in  Iraq  was 
made  because  it  significantly  expanded  the  amount  which  could  be 
purchased.  And 

Chairman  Hamilton.  So  if  it  is  a  good  deal,  we  will  do  it;  right? 

Mr.  Neumann.  I  would  not  want  to  make  it  that  simple  an  an- 
swer, because  I  think  that  would  be  a  misunderstanding. 

Chairman  Hamilton.  We  are  going  to  keep  the  sanctity  of  these 
sanctions  unless  there  is  a  good  deal,  in  which  case,  we  will  deal 
with  the  Iraqis? 

Mr.  Neumann.  Sir,  first  of  all,  with  great  respect,  the  sanctions 
do  permit  purchases  for  humanitarian  purposes.  That  is  a  long  way 
short  of  getting  into  large  scale 

Chairman  Hamilton.  Well,  I  must  say,  I  am  not  much  impressed 
with  the  integrity  of  these  sanctions  it  we  are  going  to  go  ahead 
and  purchase  oil  from  the  Iraqis,  when  you  can  buy  oil  almost  any- 
where else  in  the  Middle  East  or  many  other  countries. 

Mr.  Neumann.  We  can  certainly 

Chairman  Hamilton.  And  let  the  Jordanians  go  ahead  and  buy 
oil?  Look,  you  have  a  tough  policy  to  defend  here  as  far  as  I  am 
concerned,  and  I  do  not  hold  you  responsible,  obviously,  for  the  pol- 
icy. But  I  do  not  think  we  have  paid  very  much  attention  to  this 
northern  Iraqi  policy.  And  I  know  it  is  a  tough  situation;  you  are 
quite  right  about  that.  It  is  a  very,  very  difficult  one.  And  the  Con- 
gress has  been  working  pretty  hard  over  a  period  of  years  here  to 
get  the  administration — not  just  this  one,  but  the  previous  one  as 
well — to  pay  some  attention  to  it.  And  I  am  raising  these  questions, 
which  I  think  are  fairly  difficult  to  answer.  I  would  rather  ask 
them  than  answer  them;  I  am  sure  of  that. 

DOD  management  OF  HUMANITARIAN  AID  PROGRAM 

Now,  let  us  see,  we,  the  Congress,  appropriated  $90  million  in 
humanitarian  assistance  for  this  Kurdish  population  and  those 
funds  have  been  appropriated  to  the  Department  of  Defense.  I  am 
raising  now  a  management  question.  We  are  getting  away  from  the 
policy  question  here.  But  due  to  DOD's  lack  of  expertise  in  imple- 
menting a  humanitarian  aid  program,  DOD  has  an  agreement  with 
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the  Office  of  Foreign  Disaster  Assistance,  as  I  understand  it,  to  im- 
plement the  program  in  northern  Iraq.  Now  since  they  are  admin- 
istering the  program,  why  are  the  funds  not  being  requested  to  be 
appropriated  to  AID  and  the  Office  of  Foreign  Disaster  Assistance? 
Would  that  not  be  the  way  to  do  it? 

Ms.  Carpenter.  Mr.  Chairman,  I  believe  that  the  funding  re- 
quested for  the  Office  of  Foreign  Disaster  Assistance  is  perceived 
to  be  a  contingency  fund  for  unanticipated  needs.  This  is  an  ongo- 
ing program  and  the  funding  has  come  from  DOD  in  the  past.  AID 
has 

Chairman  Hamilton.  But  it  is  a  humanitarian  program?  This  is 
humanitarian  assistance. 

Ms.  Carpenter.  That  is  correct. 

Chairman  Hamilton.  Why  should  AID  not  get  the  money? 

Ms.  Carpenter.  I  do  not  have  a  good  answer  for  that.  Perhaps 
my  colleague  here  can  help  me. 

Mr.  Smith.  Mr.  Chairman,  I  will  have  to  check  the  record,  but 
I  believe  it  was  Congress  that  steered  the  funds  to  the  Department 
of  Defense. 

Chairman  Hamilton.  Well,  that  was  where  the  money  was.  But, 
I  am  just  wondering  why,  in  the  future,  we  do  not  do  it?  I  mean, 
why  should  it  not  be  under  AID,  rather  than  DOD? 

Ms.  Carpenter.  I  would  be  happy  to  get  back  to  you  on  that,  Mr. 
Chairman. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

The  U.S.  humanitarian  assistance  program  in  northern  Iraq  is  a  direct  outgrowth 
of  the  1991  Gulf  War.  At  the  end  of  the  war,  a  surge  of  repression  by  Saddam  Hus- 
sein led  to  setting  up  Operation  Provide  Comfort  to  extend  emergency  relief  and 
protection  to  the  Kurds  in  northern  Iraq.  The  relief  program,  funded  by  DOD  with 
technical  assistance  provided  by  USAID's  Disaster  Assistance  Response  Team, 
averted  a  humanitarian  crisis. 

Until  the  fiscal  year  1995  submission.  Congress  repeatedly  directed  the  use  of 
DOD  funds  for  the  purpose  of  rendering  humanitarian  assistance.  A  total  of  $78  mil- 
lion in  DOD  money  was  provided  for  northern  Iraq  relief  in  fiscal  year  1993,  includ- 
ing $15  million  recouped  from  fiscal  year  1992.  Congress  earmarked  a  further  $30 
million  of  DOD  funds  for  northern  Iraq  in  fiscal  year  1994. 

In  the  fiscal  year  1995  submission,  DOD  requested  $15  million  for  the  humani- 
tarian program.  This  request  reflects  the  program  requirements  and  its  importance. 
These  funds  have  been  requested  to  permit  continuation  of  the  ongoing  relief  pro- 
gram, including  an  fiscal  year  1995—96  winterization  program  for  which  relief  activi- 
ties will  begin  in  the  summer  of  1995. 

Current  and  projected  funding  levels  for  USAID's  disaster  assistance  programs 
limit  the  Agency's  ability  to  fund  this  program,  if  it  were  transferred  from  DOD  to 
USAID,  without  a  drastic  reduction  in  program  scope. 

Chairman  Hamilton.  OK. 
Mr.  Hastings.  Mr.  Chairman. 
Chairman  Hamilton.  Yes. 

Mr.  Hastings.  Before  you  leave  that  area  would  you  yield  for 
just  one  question  to  Mr.  Neumann? 
Chairman  Hamilton.  Absolutely. 

HOW  PURCHASING  IRAQI  OIL  PROVIDES  HUMANITARIAN  ASSISTANCE 

Mr.  Hastings.  Mr.  Neumann,  I  do  not  mean  to  be  offensive  at 
all,  but  following  the  Chairman's  line  of  inquiry,  I  just  want  to  un- 
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derstand,  mechanically,  how  purchasing  the  oil  from  Iraq  provides 
humanitarian  assistance.  It  escapes  me. 

Mr.  Neumann.  I  am  glad  you  asked  me  that  question.  I  know  we 
often  say  that  when  we  mean  rather  the  contrary;  but  in  this  case, 
I  would  like  to  get  on  the  record  with  an  explanation. 

The  situation  in  northern  Iraq  is  that  beginning  in  the  fall  of 
1992,  Saddam  Hussein  imposed  on  the  people  of  northern  Iraq  an 
internal  embargo,  which  is  more  severe  than  that  which  the  inter- 
national community  imposes  on  Iraq  as  a  whole.  Where  the  inter- 
national community  permits  food,  medicine,  humanitarian  goods  to 
go  through,  Saddam  Hussein  has  blocked  that.  Among  the  things 
he  has  blocked  are  heating  fuel  and  diesel  fuel. 

Now,  northern  Iraq  is  a  highland,  mountain  area,  which  gets 
quite  cold.  I  have  visited  there  in  the  winter.  I  was  there  at  a  good 
time  when  it  was  45,  50  degrees  pouring  rain.  It  is  not  a  nice  place 
and  it  gets  quite  a  bit  of  snow  over  5,000  feet.  Heating — the  pri- 
mary source  of  heating  is  kerosene  heating,  which  people  use  in 
their  houses  in  home  heating  units.  And  one  of  the  major  efforts 
of  the  relief  program  has  been  to  preposition  and  then  get  out,  not 
only  to  cities,  but  to  many  remote  villages,  the  drums  of  heating 
fuel  to  permit  people  to  heat  their  houses.  And  I  can  tell  you  the 
way  the  program  works,  it  is  a  thoroughly  minor  ration.  I  mean, 
you  heat  one  room,  and  you  eat,  sleep  and  live  in  that  room.  That 
is  not  enough  to  heat  your  whole  house. 

A  second,  very  large  issue  for  us  in  the  relief  program  was  the 
fuel  for  the  trucks — our  trucks — or  trucks  hired  by  us  or  by  the 
U.N. — by  the  U.N.  guards  even — to  transport  relief  supplies,  food 
and  fuel,  and  additionally,  tractor  fuel  to  sow  the  land  and  get  the 
winter  crop  in.  The  major  crop  is  reaped  in  the  early  summer  and 
depends  on  a  prewinter  planting.  And  since  Iraq  is  totally — was  to- 
tally mechanized  before  the  war,  there  is  no  animal  transport  to 
draw  tractors.  And  one  of  the  things  the  program  has  focused  on 
is  trying  to  get  a  crop  growing  there  again,  so  that  the  population 
would  be  self-sufficient  and  would  not  be  dependent. 

Mr.  Hastings.  If  I  could  just  interrupt  you  for  just 

Mr.  Neumann.  Yes;  sure. 

Mr.  Hastings  [continuing].  A  fmal  follow-up  on  that.  If  the  Unit- 
ed States,  for  the  expressed  purposes  that  you  have  just  asserted, 
purchases  or  spends  x  amount  of  dollars  to  provide  that  purpose, 
the  monies  spent — my  question  is,  do  they  go  to  Saddam  Hussein? 

Mr.  Neumann.  That  is  a  very  good  question,  which  we  have 
spent  a  lot  of  time  on  in  the  last  several  months.  There  is  a  com- 
plicated arrangement  in  which  most  of  these  fuels  are  purchased 
by  a  series  of  middlemen.  In  some  cases,  they  are  purchased  on  a 
barter  system.  In  some  cases,  it  is  for  food.  They  are  purchased  in 
dinar  costs,  so  it  is — it  has  been  complicated  to  get  a  real  precise 
read. 

Our  feeling  is  that  while  there  is  some  trickle-through  of  dollars, 
there  is  by  no  means  a  one-for-one  or  anything  like  for  a  one-for- 
one  pass-through  of  dollars.  The  Kurds,  themselves,  have  every 
reason  to  hold  dollars  in  the  North  because  they  are  terribly  wor- 
ried about  future  devaluations.  So  what  has  happened  is  a  very 
limited,  focused  purchase  of  very  specific  fuels  at  prices  which  have 
doubled  or  tripled  the  amount  of  fuel  we  have  been  able  to  provide 
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to  keep  people  warm.  We  think  there  is  some  leakage,  but  we  think 
it  is  pretty  mint)r. 
Mr.  Hastings.  Thank  you  so  much,  Mr.  Chairman. 

U.S.  ASSISTANCE  TO  WEST  BANK  AND  GAZA 

Chairman  Hamilton.  OK  I  want  to  go  to  the  West  Bank  and 
Gaza  for  a  few  minutes  and  the  U.S.  assistance  programs  there. 
We  have  a  program  of  $500  million,  as  I  recall.  That  is  over  a  5- 
year  period.  That  is  $75  million  a  year  for  5  years.  Is  that  what 
it  comes  down  to? 

Ms.  Carpenter.  Yes,  that  is  right. 

Chairman  Hamilton.  So  we  had  $75  million  for  this  fiscal  year — 
that  is  the  1994  fiscal  year — is  that  correct? 

Ms.  Carpenter.  Yes. 

Chairman  Hamilton.  How  much  has  been  expended? 

Ms.  Carpenter.  We  are  just  in  the  process  of  closing  the  books 
on  the  first  two  quarters  of  the  year,  and  I  will  be  able  to  give  you 
more  detailed  information  after  this  hearing.  But  we  do  have  some 
information  on  the  expenditures.  We  believe  that  the  rate  of  ex- 
penditure is  approximately  the  same  as  last  year  for  the  PVO  ac- 
tivities, perhaps  about  $12  million.  On  the  new  activities,  we  have 
made  a  $5  million  contribution  to  the  World  Bank  for  the  technical 
assistance  fund  that  they  set  up  in  October.  We  are  just  about  to 
transfer  another  $5  million  to  the  fund  that  the  World  Bank  set  up 
for  startup  costs.  We  have  made  a  $6  million  grant  to  UNRWA  for 
rehabilitation  of  housing,  schools  and  clinics. 

Chairman  Hamilton.  Hold  on.  I  am  interested  in  money  ex- 
pended. 

Ms.  Carpenter.  Those 

Chairman  Hamilton.  Right? 

Ms.  Carpenter.  Those  figure 


Chairman  Hamilton.  The  $12  million  has  been  spent? 

Ms.  Carpenter.  Yes,  on  continuing  PVO  activities. 

Chairman  Hamilton.  $12  million  of  $75  million  has  been  spent? 

Ms.  Carpenter.  That  is  one  part  of  it.  And  in  addition 

Chairman  Hamilton.  What  is  the  total  amount  spent  as  of 
today? 

Ms.  Carpenter.  I  will  be  able  to  get  you  that  information  after 
the  books  are  closed  on  the  first  two  quarters  of  the  year. 

Chairman  Hamilton.  When  do  I  get  that? 

Ms.  Carpenter.  I  believe  it  will  be  available  next  week. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

The  rate  of  expenditures  for  PVO's  is  approximately  $1  million  per  month  or 
about  $6  million  as  of  the  end  of  the  second  quarter  of  fiscal  year  1994. 

Chairman  Hamilton.  Why  is  it  not  available  now? 

Ms.  Carpenter.  Because  it  is  an  accounting  process  that  in- 
volves all  of  our  programs  and  it  takes  a  while  to  close  the  books. 

Chairman  Hamilton.  Give  me  a  good  guess. 

Ms.  Carpenter.  Excuse  me? 

Chairman  Hamilton.  Give  me  a  good  guess.  How  much  money 
has  been  spent  as  of  today  of  the  $75  million? 
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Ms.  Carpenter.  I  would  say  approximately  $30  million.  We  are 
running  behind  in  expenditures,  in  part  because  there  has  been  a 
delay  in  the  negotiating  process  and  there  is  not  yet,  as  you  know, 
an  agreement  to  implement  the  Declaration  of  Principles.  So  a 
number  of  things  have  been  delayed  with  the  startup.  In  addition, 
some 

Chairman  Hamilton.  Would  you  expect  that  the  full  $75  million 
will  be  spent  by  the  end  of  the  fiscal  year? 

Ms.  Carpenter.  Yes,  I  do. 

Chairman  Hamilton.  OK  And  how  will  it  be  spent? 

CONSTRUCTION  OF  NEW  HOUSING 

Ms.  Carpenter.  Some  of  it  will  go  into  new  housing.  As  we  men- 
tioned before,  we  are  about  to  sign  a  contract  for  the  construction 
of  new  housing  units.  We  are  also  providing 

Chairman  Hamilton.  That  contract  has  not  yet  been  awarded 
yet? 

Ms.  Carpenter.  No,  it  has  not.  We  had  hoped  to  have  a 

Chairman  Hamilton.  That  is  the  1  for  6  apartment  buildings 
with  192  units  in  it? 

Ms.  Carpenter.  That  is  right.  We  had  hoped  to  have  a  ground- 
breaking ceremony  in 

Chairman  Hamilton.  What  is  the  time  table  for  construction? 

Ms.  Carpenter.  We  had  hoped  to  have  a  ground-breaking  cere- 
mony in  February.  Because  of  Ramadan  and  the  violence  in  He- 
bron, that  has  been  delayed.  And  we  now  are  looking  toward  begin- 
ning construction  in  June  of  this  year. 

Chairman  Hamilton.  All  right. 

Ms.  Carpenter.  In  addition,  there  are 

Chairman  Hamilton.  And  the  construction  period  will  be  how 
long  for  that? 

Ms.  Carpenter.  About  18  months  for  that  component.  In  addi- 
tion, there  is  another  component  that  involves  vouchers  to  Palestin- 
ians who  want  to  upgrade  their  own  housing,  either  by  doing  the 
work  themselves  or  by  hiring  contractors.  The  grant  that  I  signed 
with  UNRWA  in  October  has  already  begun  to  employ  a  large  num- 
ber of  Palestinians  who  are  involved  in  upgrading  UNRWA  camp 
housing,  schools  and  clinics.  And 

JOB  creation 

Chairman  Hamilton.  How  many  jobs  do  you  think  we  have  cre- 
ated there  with  the  assistance  we  are  providing  as  of  today? 

Ms.  Carpenter.  It  is  approximately  3,500  so  far.  I  think  with  the 
implementation  of  new  projects 

Chairman  Hamilton.  What  are  those  jobs  in?  What  kind  of  jobs? 

Ms.  Carpenter.  Primarily  in  construction.  In  addition 

Chairman  Hamilton.  Thirty-five  hundred  jobs  have  been  created 
as  of  today  for  construction  of  what? 

Ms.  Carpenter.  For  repair  of  housing,  schools  and  clinics  pri- 
marily. 

Chairman  Hamilton.  OK.  And  by  the  end  of  the  year,  how  many 
jobs  will  be  created? 

Ms.  Carpenter.  At  least  double  that  number.  We  are  also  begin- 
ning some  new  activities  that  will  help  increase  productivity  in  the 
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manufacturing  and  agricultural  sectors.  There  will  be  a  number  of 
new  startups  that  we  hope  will  add  to  job  creation  between  now 
and  the  end  of  this  fiscal  year.  But  because  of  the  delay  in  the 
peace  process,  we  have  not  been  able  to  start  those  projects  as 
early  as  we  had  hoped. 

Cnairman  Hamilton.  So  we  are  beginning  now  to  see  a  lot  of  ac- 
tivity on  the  ground  in  terms  of  creation  of  jobs.  Are  the  people  in 
the  area  aware  of  that? 

Ms.  Carpenter.  Yes,  I  think 

Chairman  Hamilton.  Thirty-five  hundred  jobs  are  a  lot  of  jobs 
to  be  creating. 

Ms.  Carpenter.  When  I  was  in  Gaza  in  November  to  sign  the 
grant  with  UNRWA,  there  was  a  lot  of  comment  on  the  fact  that 
the  United  States  was  the  first  donor  to  actually  provide  new  as- 
sistance for  new  activities.  There  is  a  lot  of  awareness  of  our  hous- 
ing project. 

Chairman  HAMILTON.  Have  the  other  donors  not  done  anything 
on  job  creation? 

Ms.  Carpenter.  No,  they  are  beginning  to  do  so.  But  we  were 
the  first  to  actually  provide  a  new  grant- 


Chairman  Hamilton.  Our  program  got  off  quickest  and 

Ms.  Carpenter.  Yes. 

Chairman  Hamilton  [continuing].  Most  effectively? 

Ms.  Carpenter.  Yes,  it  did. 

Chairman  Hamilton.  Was  that  through  UNRWA? 

Ms.  Carpenter.  Yes,  it  was. 

DEMOCRACY  AND  RULE  OF  LAW 

Chairman  Hamilton.  Now,  we  have  an  interest,  of  course,  in  de- 
mocracy and  rule  of  law  projects  in  the  district.  What  can  you  tell 
us  about  those? 

Ms.  Carpenter.  In  the  next  month,  we  will  be  initiating  a  series 
of  activities  through  American  PVO's  aimed  at  democratic  initia- 
tives. 

Chairman  Hamilton.  Are  any  programs  now  operating? 

Ms.  Carpenter.  No,  they  are  not,  out  they  will  be  starting  in  the 
next  2  weeks. 

Chairman  Hamilton.  All  right.  Why  have  we  been  slow  getting 
those  off? 

Ms.  Carpenter.  In  part,  because  we  needed  to  work  with  Pal- 
estinians on  setting  priorities  that  met  their  needs  and  because  of 
the  delay  in  the  negotiating  process.  We  had  hoped  that  if  there 
had  been  an  agreement  on  the  implementation  of  the  Declaration 
of  Principles  in  December,  we  could  begin  activities  in  January. 
But  that  has  not  been  possible. 

Chairman  Hamilton.  One  of  the  complaints  that  we  hear  from 
the  Palestinians  is  that  we  do  not  consult  with  them  very  much. 

Ms.  Carpenter.  Well,  in  fact,  we  consult  with  them  on  a  very 
regular  basis.  We  have  six  Palestinian  counterparts  who  have  been 
designated  to  work  with  us  on  our  activities,  including  housing  and 
democratic  initiatives.  We  have  daily  contact  with  their  representa- 
tives  

Chairman  Hamilton.  So  you  think  that  complaint  is  not  justi- 
fied? 
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Ms.  Carpenter.  I  am  sure  that  they  will  always  want  more  con- 
sultation in  a  broader  way.  We  only  have  two  people  in  the  field. 
We  are  working  with  the  six  Palestinians  who  have  been  specifi- 
cally designated  as  our  counterparts. 

Chairman  Hamilton.  The  program  you  are  talking  about  on  de- 
mocracy, is  this  AMIDEAST?  Is  that  the  name  of  it? 

Ms.  Carpenter.  That  is  one  of  the  programs.  We  are  also  expect- 
ing to  sign  agreements  with  IFES,  IRI  and  NDI. 

Chairman  Hamilton.  When  will  you  be  on  the  ground  in  those 
programs? 

Ms.  Carpenter.  Some  of  the  activities  will  begin  in  the  next  2 
weeks. 

Chairman  Hamilton.  And  you  think  all  of  the  programs  you 
have  mentioned  will  be  operating  within  a  matter  of  several 
months,  do  you? 

Ms.  Carpenter.  Yes,  we  do.  We  also  will  be  looking  at  a  range 
of  other  activities  that  we  can  begin  later  in  the  year.  But  until 
there  is  an  agreement  on  the  implementation  of  the  Declaration  of 
Principles,  we  do  not  want  to  commit  all  of  our  funds.  One  of  the 
issues,  of  course,  is  the  timing  of  elections  and  whether  they  will 
be  at  the  municipal  or  nationallevel. 

Chairman  Hamilton.  Who  is  going  to  be  the  person  that  will  be 
coordinating  these  programs — overseeing  these  democracy-building 
programs? 

Ms.  Carpenter.  Our  representative  in  Jerusalem,  who  will  work 
very  closely  with  the  Consul  General  in  Jerusalem. 

Chairman  Hamilton.  Does  that  include  all  of  the  programs  or 
just  the  ones — you  are  talking  about  AID  programs? 

Ms.  Carpenter.  These  are  AID  programs.  The  AID-funded  pro- 
grams. 

Chairman  Hamilton.  Now  are  there  other  U.S. -funded  programs 
in  this  area  of  rule  of  law  and  democracy? 

Ms.  Carpenter.  USIA,  I  believe,  is  planning  a  program  and  we 
are  coordinating  with  them.  There  are  some  other  PVO  activities 
that  will  contribute  to  these  efforts.  The  new  startup  activities  are 
the  four  that  I  have  just  mentioned. 

pecdar  activities 

Chairman  Hamilton.  Are  you  satisfied  that  there  is  a  consensus 
on  the  Palestinian  side  about  their  development  priorities? 

Ms.  Carpenter.  There  are  a  lot  of  different  voices  speaking 
about  development  priorities,  and  we  have  worked  very  hard  to  en- 
courage the  Palestinian  Economic  Council  for  Development  and  Re- 
construction, otherwise  known  as  PECDAR,  to  develop  consensus. 
This  organization  has  been  slow  to  get  organized.  But  they  are 
making  a  lot  of  progress  on  the  technical  level.  And 

Chairman  Hamilton.  Have  they  got  their  board  of  directors? 

Ms.  Carpenter.  Unfortunately,  they  have  been  a  little  slow.  I  be- 
lieve they  have  named  their  board  of  directors.  But  they  have  not 
et  permanently  named  the  heads  of  the  offices  or  agreed  on  their 
ylaws.  So  they  still 

Chairman  Hamilton.  So  they  have  a  board  of  directors  at  this 
point? 

Ms.  Carpenter.  Yes,  they  do. 
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Chairman  Hamilton.  They  are  not  really  functioning  too  well, 

yet?  ... 

Ms.  Carpenter.  The  technical  committees  are  functionmg  quite 
well.  But  as  an  organization,  they  still  have  some  progress  to 
make.  Perhaps  my  colleague  would  like  to  comment  on  that. 

Mr.  KURTZER.  Mr.  Chairman,  we  and  the  other  donors  have 
stepped  up  our  efforts  over  the  last  3  to  4  weeks  to  encourage  the 
PECDAR  activities  to  get  concretized.  They  were— they  sounded 
good  on  paper  3  or  4  months  ago,  and  the  PLO  has  been  very  slow 
to  make  them  real  and  adopting 

Chairman  Hamilton.  Why? 

Mr.  KuRTZER.  I  do  not  know  why.  Some  of  them  may  have  to  do 
with  the  slowness  in  the  negotiations;  some  may  have  to  do  with 
a  care  with  regard  to  what  they  are  doing  in  creating  a  new  msti- 
tution.  The  donors,  however,  are  of  one  mind  with  regard  to  the 
need  to  deal  with  an  accountable,  transparent  and  efficient  Pal- 
estinian mechanism.  And,  therefore,  as  I  suggested  over  the  last 
several  weeks,  we  have  made  clear  to  the  PLO  that  they  have  got 
to  do  a  better  job  in  getting  PECDAR  in  order  and  on  the  ground, 
so  that  we  can  begin  to  coordinate  with  the  Palestinians  m  the  way 
that  we  have  coordinated  among  ourselves. 

Chairman  Hamilton.  What  is  your  judgment  of  their — of  the 
technical  competence  of  PECDAR? 

Mr.  KuRTZER.  The  people  with  whom  we  deal  on  a  daily  basis 
seem  very  competent.  Each  of  the  six  acting  office  directors  seems 
to  have  a  grip  on  the  work  under  their  areas  of  responsibility.  Also 
over  the  past  year-and-a-half 

Chairman  Hamilton.  The  Palestinians,  themselves,  have  con- 
fidence in  PECDAR? 

Mr.  KurTzer.  I  think  Palestinians  on  the  ground  have  confidence 
in  PECDAR.  The  relationship  between  PECDAR  and  the  Tunis- 
based  PLO,  of  course,  is  one  of  the  questions  that  is  holding  up  full 
reahzation  of  PECDAR. 

coordination  among  donors 

Chairman  Hamilton.  You  mentioned  several  times  coordination 
with  other  donors.  Are  you  satisfied  with  the  level  of  coordination 
in  the  donor  community?  ^      ,  ,         , 

Mr.  Kurtzer.  So  far,  I  would  say  yes.  After  the  October  1  donor  s 
conference,  as  you  know,  we  set  up  a  number  of  mechanisms  to  re- 
flect the  intent  of  the  donors  to  coordinate. 

Chairman  Hamilton.  Are  we  operating  with  a  common  develop- 

ment  stratesrv? 

Mr.  Kurtzer.  There  is  a  common  development  strategy  coordi- 
nated through  the  World  Bank  and  a  consultative  group.  Each  of 
the  donors— because  of  the  absence  of  a  Palestinian  institution 
with  which  to  work,  each  of  the  donors  has  been  conducting  its  af 
fairs  primarily  as  it  has  in  the  past. 

Chairman  Hamilton.  "Who  at  the  World  Bank  has  the  respon- 
sibility for  coordination? 

Mr.  Kurtzer.  Their  vice  president,  Caio  Koch-Weser. 

Chairman  Hamilton.  He  is  the  key  guy  on  coordination  in  the 
donor  community? 

Mr.  Kurtzer.  That  is  correct. 
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Chairman  Hamilton.  Do  they  have  a  mission  on  the  ground,  the 
World  Bank? 

Mr.  KuRTZER.  Yes. 

Chairman  Hamilton.  How  long  has  it  been  there? 

Ms.  Carpenter.  I  believe  they  have  had  an  office  there  since 
January.  They  began  sending  people  out  in  November  and  Decem- 
ber. But  they  have  had  a  representative  there  on  a  longer-term 
basis  since  January. 

Chairman  Hamilton.  On  the — what  is  your  view  of  UNRWA's 
role  on  the  West  Bank  and  Gaza  after  the  Declaration  of  Prin- 
ciples— the  implementing? 

Mr.  KuRTZER.  Let  me  address  the  policy  side,  and  I  think  Mar- 
garet can  deal  with  the  operational  side.  UNRWA  is  the  primary 
Palestinian — dispenser  of  much  of  the  educational,  social  welfare 
and  health  needs  of  Palestinian  refugees  in  the  territories  and, 
therefore,  as  a  conduit  of  assistance  from  the  international  commu- 
nity, it  remains  vital.  It  has  proven — because  it  is  on  the  ground, 
and  because  it  has  a  track  record  and  it  does  enjoy  the  confidence 
of  both  the  Israelis  and  the  Palestinians,  it  has  proven  also  to  be 
a  relatively  indispensable  transitional  mechanism  to  help 

Chairman  Hamilton.  Is  the  idea  that  they  will  transfer  author- 
ity from  them  over  to  the  Palestinian  authority? 

Mr.  KuitTZER.  That  is  the  idea. 

Chairman  Hamilton.  That  has  not  started  yet? 

Mr.  KuRTZER.  It  has  not  started.  But  we  have  already  begun, 
very  informally,  to  talk  with  UNRWA  about  the  planning  that  will 
go  into  this.  I  cannot  give  you  a  sense  yet  of  a  timeframe,  but  I 
think  both  UNRWA  and  we  and  other  donors  are  aware  that  it  is 
an  evolutionary  process. 

Chairman  Hamilton.  Does  the  UNDP  have  a  role  in  the  West 
Bank  and  Gaza?  What  is  that  role? 

Ms.  Carpenter.  Yes,  UNDP  has  an  office  in  Jerusalem  and  ac- 
tivities throughout  the  territories.  They  are  mounting  a  number  of 
activities  aimed  at  helping  the  Palestinians  strengthen  their  own 
capacity  in  both  economic  and  social  terms. 

Chairman  Hamilton.  Now,  we  had — the  PVO's  were  receiving 
$15  million  a  year.  That  was  when  the  request  was  $25  million.  We 
upped  the  request  to  $75  million  a  year.  The  PVO's  stayed  at  $15 
million  as  I  understand  your  figures.  Just  give  me  your  assessment 
of  these  PVO's,  and  if  we  are  increas-ing  the  funding  there,  why  not 
increase  the  funding  for  the  PVO's? 

Ms.  Carpenter.  The  PVO's  have  been  very  important  in  our  pro- 
gram in  the  past.  We  were  not  able  to  deliver  any  assistance,  ex- 
cept through  the  PVO's,  and  they  have  been  very  good  partners. 
We  look  forward  to  continuing  approximately  the  same  level  of 
funding  for  the  PVO's.  We  are  working  with  them  now  to  help 
them  reorient  the  focus  of  their  activities  from  direct  provision  of 
services  to  building  capacity  among  Palestinian  institutions,  and 
they  will  continue  to  be  very  important  in  that  regard. 

Chairman  Hamilton.  What  PVO's  are  we  talking  about? 

Ms.  Carpenter.  We  are  working  with  AMIDEAST,  CARE, 
Catholic  Relief  Services,  Save  the  Children,  ANERA,  and  we  are 
working  with  one  Palestinian  PVO  which  deals  with  handicapped 
individuals  in  Gaza. 
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PRIORITIES  FOR  WEST  BANK  AND  GAZA 

Chairman  Hamilton.  Give  me  some  sense  of  your  priorities  in 
the  West  Bank  and  Gaza:  Housing,  health  care,  education,  tech- 
nical training,  rule  of  law.  Give  me  some  sense  of  your  priorities. 

Ms.  Carpenter.  First  I  think  it  is  important  to  say  that  we  obvi- 
ously have  to  remain  fairly  flexible  because  the  conditions  on  the 
ground  are  changing  and  are  subject  to  the  negotiating  process.  We 
do  not  want  to  lock  ourselves  in  at  this  point.  However,  we  have 
done  a  lot  of  long-term  strategic  planning.  We  know  what  our  over- 
all goals  are  for  this  period.  But  we  realize  that  we  are  going  to 
have  to  remain  flexible  on  the  sequencing  of  activities  because  cer- 
tain things  have  already  intervened,  such  as 

Chairman  Hamilton.  What  is  your  most  important  goal? 

Ms.  Carpenter.  Our  short-term  goal  is  to  change  the  realities  on 
the  ground,  primarily  through  job  creation,  in  very  tangible  ways 
that  the  Palestinians  can  appreciate  U.S.  support.  Ajid  there- 
fore  

Chairman  Hamilton.  OK  How  do  you  create  jobs? 

Ms.  Carpenter.  Through  the  grant  to  UNRWA,  which  helped 
create  a  lot  of  jobs  for  people  who  are  busy  in  the  rehabilitation  of 
housing,  schools  and  clinics,  and  in  the  housing  project,  which  will 
begin  construction  in  June.  There  are  a  number  of  other  activities 
that  are  providing  technical  assistance  to  Palestinian  entities  and 
they  are  not  necessarily  job-creating  activities,  but  we  hope  over 
the  long  run  they  will  continue. 

Chairman  Hamilton.  Now  a  lot  of  these  jobs  you  have  been  talk- 
ing about  are  short-term  types  of  jobs,  right? 

Ms.  Carpenter.  That  is  right.  We  wanted  to  have  immediate  im- 
pact that  was  very  visible  to  the  Palestinians  in  order  to  help  along 
the  peace  process.  I  think  that  is 

Chairman  HAMILTON.  What  is  your  strategy  for  creation  of  long- 
term  jobs? 

Ms.  Carpenter.  We  are  looking  at  small  business  development 
as  a  way  of  promoting  the  private  sector.  Ultimately,  the  private 
sector  will  have  to  carry  the  day,  but  that  is  a  very  long-term  ef- 
fort. We  are  involved  with  a  number  of  activities  that  will  increase 
the  ability  of  small  manufacturers  and  people  who  are  active  in  the 
agricultural  sector  to  produce  and  market  their  products.  And  over 
the  long  term,  there  may  well  be  some  other  activities,  but  this 
seems  to  meet  the  immediate  need. 

Chairman  Hamilton.  What  about  health  care?  Are  you  doing 
anything  in  the  area  of  health  care? 

Ms.  Carpenter.  Health  care  is  a  very  important  area.  The  PVO's 
that  we  have  been  funding  are  involved  with  health  care  already. 
We  have  looked  at  the  health  sector,  and  this  is  fortunately  one 
area  where  there  is  a  lot  of  interest  on  the  part  of  other  donors. 
There  are  a  lot  of  separate  health  care  systems  in  the  territories, 
so  we  have  identified  the  need  to  help  the  Palestinians  develop  a 
national  health  care  policy  and  build  their  own  capacity  to  manage 
these  programs.  We  are  anticipating  beginning  a  program  in  the 
health  area  later  this  summer  and  we  will  be  looking  at  a  number 
of  other  areas.  As  I  say,  we  are  trying  to  remain  flexible  to  meet 
whatever  needs  come  up  as  this  process  changes. 


143 


AID  TO  ISRAEL 


Chairman  Hamilton.  Let  me  go  to  some  of  the  questions  with 
respect  to  Israel.  The  Prime  Minister  said,  when  he  was  talking 
about  peace  with  Syria,  'There  is  no  doubt  that  there  must  be  an 
American  package  of  strengthening  Israelis  military  capability  with 
the  kind  of  means  that  are  needed  even  for  partial  withdrawal 
from  the  Golan."  What  does  that  mean?  Is  this  a  request  for  addi- 
tional aid? 

Mr.  KURTZER.  I  do  not  know.  I  think  we  are  waiting,  as  you  are, 
to  hear  exactly  what  it  means.  But  I  think  the  logic  behind  it  in 
the  Prime  Minister's  view  is  that  as  Israel  confronts  the  question 
of  withdrawal  and  all  that  that  implies  for  Israeli  security,  both  in 
deterrents  and  in  other  capabilities,  Israel  will  need  to  know,  both 
in  political  and  in  real  economic  and  other  ways,  that  it  can  replace 
the  kinds  of  assets  that  it  loses  when  it  potentially  gives  up  terri- 
tory. 

Chairman  Hamilton.  Do  you  anticipate  additional  aid  requests 
from  Israel? 

Mr.  KURTZER.  I  do  not  know,  Congressman.  I  guess  we  will  have 
to  wait  and  see.  But 

Chairman  Hamilton.  Is  it  your  feeling  that  in  order  to  have  a 
successful  conclusion  to  the  peace  process,  it  is  going  to  take  addi- 
tional aid  from  the  United  States? 

Mr.  KuRTZER.  I  do  not  know  at  this  time. 

Chairman  Hamilton.  You  do  not  have  any  feeling  for  that  at  all? 

Mr.  KuiiTZER.  I  have  a  gut  feeling  that  the  answer  is  yes.  But 
since  we  do  not  know  that,  I  cannot  tell  you  that. 

Chairman  Hamilton.  And  no  amounts  have  been  talked  about? 

Mr.  KURTZER.  That  is  correct. 

U.S.  TROOPS  IN  THE  GOLAN 

Chairman  Hamilton.  In  your  judgment,  is  it  likely  that  we  will 
have  to  look  forward  to  the  placement  of  U.S.  troops  on  the  ground 
in  Grolan? 

Mr.  KuRTZER.  As  you  know,  the  United  States 

Chairman  Hamilton.  Is  part  of  a  peacekeeping  arrangement. 

Mr.  KURTZER.  Correct.  The  United  States  indicated  at  the  time 
of  the  Madrid  peace  conference  that  subject  to  law  and  consulta- 
tions with  Congress,  we  would  be  prepared  to  guarantee  border  se- 
curity arrangements  that  will  be  negotiated  between  Israel  and 
Syria.  One  of  those  may  be  a  peacekeeping  activity.  But  since  that 
has  not  yet  been  negotiated,  it  is  premature  to  try  to  define  what 
the  role  might  be. 

Chairman  HAMILTON.  What  is  your  gut  feeling  about  that?  That 
there  will  be  a  necessity  for  U.S.  troops  on  the  ground  there? 

Mr.  Kui^TZFR.  That  would  be  my  gut  feeling;  yes. 

Chairman  Hamilton.  Do  you  have  any  gut  feeling  about  the 
size? 

Mr.  KuRTZER.  No,  actually  I  do  not.  I  look  at  a  similar  peace- 
keeping activity  between  Israel  and  Egypt  in  a  very — in  a  larger 
area,  but  perhaps  also  equally — or  less  complicated  area.  And  that 
is  probably  a  range,  but  it  would  be,  again 

Chairman  Hamilton.  You  are  talking  about  Sinai? 
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Mr.  KURTZER.  The  MFO  in  Sinai. 
Chairman  Hamilton.  MFO? 
Mr.  KURTZER.  Yes. 

Chairman  Hamilton.  How  many  do  they  have  there? 
Mr.  KuRTZER.  The  ceihng  is  about  2,200.  There  are  about  800 
U.S.  troops  between  a  battalion  and  headquarter  support. 

IMMIGRATION  TO  ISRAEL 

Chairman  Hamilton.  Let  us  see,  we  have  direct  assistance  on 
immigration  into  Israel,  and  the  trend  is  fewer  immigrants  and 
more  money.  Why? 

Mr.  KuRTZER.  Well,  actually,  the  administration's  request  is  for 
less  money  than  in  fiscal  year  1994.  Fiscal  year  1994  is  $80  million 
and  fiscal  year  1995  is  $55  million. 

Chairman  Hamilton.  So  it  is  going  to  begin  to  go  down.  In  1991, 
it  was  $51  million;  in  1992,  it  was  $80  million;  and  that  figure  has 
held  for  2  or  3  years.  But  the  immigration  figures  have  gone  down, 
so  that  is  the  purpose  of  the  question.  But  you  are  saying  now  that 
the  request  is  going  to  drop? 

Mr.  KuRTZER.  The  administration's  request  has,  in  fact,  dropped. 
The  higher  numbers,  if  I  am  correct,  Mr.  Chairman,  reflect  a  con- 
gressional earmark,  not  the  administration's  request  in  those 
years. 

Chairman  Hamilton.  The  higher  numbers  in  the  recent  past? 

Mr.  Kurtzer.  The  recent  past. 

Chairman  Hamilton.  You  have  been  requesting  $50  million,  is 
that  it? 

Mr.  Kurtzer.  I  believe  it  was  for 

Chairman  Hamilton.  And  the  Congress  has  put  it  up,  is  that  it? 

Mr.  Kurtzer.  That  is  correct. 

Chairman  Hamilton.  Even  though  the  immigrant  numbers  are 
going  down.  What  is  your  anticipation  with  regard  to  the  refugee 
assistance — the  number  of  refugees  or  immigrants  coming  into  Is- 
rael? Do  you  have  any  judgment  about  that? 

Mr.  Kurtzer.  It  is  hard  to  know.  Much  of  it,  as  you  know,  is  de- 
pendent upon  conditions  on  the  ground  in  the  former  Soviet  Union. 
And  as  they  stabilize,  the  numbers  may,  in  fact,  continue  to  be  sta- 
ble or  go  down.  But  if  there  is  any  change  in  that  situation,  there 
could  be  a  dramatic  increase  at  any  time. 

economic  reform  in  ISRAEL 

Chairman  Hamilton.  What  is  your  impression  of  economic  re- 
form under  the  present  Israeli  Government  on  labor  market  re- 
form, privatization,  competition — all  of  those  things? 

Mr.  KuitTZER.  I  think  in  general,  we  are  doing  pretty  well.  The 
Israeli  Government,  for  several  years,  has  embarked  on  a  rather — 
has  made  a  rather  strong  commitment  to  economic  reform  based  on 
two  objectives  of  reducing  government  involvement  in  the  economy 
and  stimulating  private  sector  growth.  Financial  and  capital  mar- 
ket reform  have  shown  the  most  progress.  Reform  of  the  labor  mar- 
ket has  been  among  the  slowest  areas.  As  you  know,  we  maintain 
a  very  intensive  and  high  level  dialogue  with  Israel  on  these  issues. 
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Chairman  Hamilton.  So  your  sense  is  that  the  Rabin  Govern- 
ment is  proceeding  fairly  aggressively  on  the  areas  of  deregulation 
and  privatization,  opening  up  their  economy? 

Mr.  KURTZER.  I  think  that  is  correct.  There  is  more  to  do  and  I 
think  they  understand  that  as  well. 

ECONOMIC  REFORM  IN  EGYPT 

Chairman  Hamilton.  OK  How  about  Egypt  on  economic  reform? 

Mr.  KuRTZER.  They  are,  too.  I  think  we  nave  seen  a  commitment 
on  the  part  of  the  Egyptian  Government  to 

Chairman  Hamilton.  Are  they  making  progress  on  structural  re- 
form? 

Mr.  KuRTZER.  There  is  mixed  progress.  I  think  the  picture — the 
part  of  the  picture  that  is  very  positive  is  the  reduction  in  the  fiscal 
deficit,  the  freeing  up  of  exchange  and  interest  rates,  cutting  of 
consumer  subsidies,  tariff  reform. 

Chairman  Hamilton.  Are  they  meeting  their  IMF  and  World 
Bank  targets? 

Mr.  KURTZER.  They  have  reached  an  agreement  with  the  IMF 
and  World  Bank  on  the  next  phase  of  the  reform  process.  There  is, 
as  you  know,  an  ongoing  dialogue  to  adjust  those  targets.  But  the 
Egyptians  and  the  Bank  and  the  IMF  have  done  well  to  both  meet 
the  goals  of  the  reform,  but  also  to  do  it  in  a  way  that  can  work. 

Chairman  Hamilton.  I  have  been  hearing  about  Egyptian  eco- 
nomic reform  for  a  long  time. 

Mr.  KuRTZER.  Some  of  it  from  me  a  couple  of  years  ago. 

Chairman  Hamilton.  That  is  correct. 

Mr.  KuRTZER.  That  is  right. 

Chairman  Hamilton.  Now  let  us  see,  thev  expect — do  you  expect 
Egypt  to  qualify  for  the  third  tranche  of  the  Paris  Club  Relief  in 
July? 

Mr.  Kurtzer.  Yes,  we  would  expect  that.  We  are  going  to  be 
looking  at  it  hard  between  now  and  then,  and  talking  to  the  Fund 
and  the  Bank.  But  that  will  be  our  expectation. 

sale  of  F-15E  AIRCRAFT  TO  ISRAEL 

Chairman  Hamilton.  I  wanted  to  ask  about  the  F-15E  aircraft 
for  Israel.  We  have  recently  been  advised  of  the  administration's 
intent  to  fulfill  a  request  from  Israel  to  procure  20  or  25  additional 
U.S.  F-15E  aircraft  through  IMF  fi.nancing.  I  assume  you  are  going 
to  redesignate  that  aircraft,  is  that  right?  F-15I,  is  that  what  it  is? 

Mr.  Smith.  Yes,  sir,  F-15I. 

Chairman  Hamilton.  What  does  that  mean?  It  is  still  the  F- 
15E? 

Mr.  Smith.  No,  not  exactly. 

Chairman  Hamilton.  Not  exactly. 

Mr.  Smith.  The  F-15E,  as  used  by  the  American  forces,  is  not 
exportable,  so  we  modify  the  configuration,  principally  through 
software,  before  we  sell  it  abroad. 

Chairman  Hamilton.  What  is  the  degradation? 

Mr.  Smith.  I  will  submit  that  exactly  for  the  record.  I  want  to 
get  it  precisely  right. 

Chairman  Hamilton.  OK.  OK.  That  will  be  fine.  Have  they  made 
a  determination  as  to  how  many  they  want? 
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Mr.  Smith.  They  initially  will  buy  20,  with  an  option  for  5  more. 

Chairman  Hamilton.  All  right.  Can  you  describe  for  us  the 
weapon  systems  the  Israelis  are  seeking  in  relation  to  this  sale? 

Mr.  Smith.  We  will  submit  an  entire  list,  Mr.  Chairman. 

Chairman  Hamilton.  All  right.  And  I  want  to  know  the  implica- 
tions of  that  for  the  cash  flow  financing  requirements  as  well.  So 
I  am  not  just 

Mr.  Smith.  I  understand,  Mr.  Chairman. 

Chairman  Hamilton  [continuing].  Interested  in  the  equipment, 
but  also  the  financing.  Now  what  is  the  threat  that  is  involved 
there? 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

Israel  will  be  receiving  a  derivative  of  the  F-15E  with  tangential  weapons  car- 
riage. The  F-15I  will  be  powered  by  either  the  Pratt  and  Whitney  F-lOO-PW-229 
or  General  Electric  lOO-GE-129  engine  and  configured  with  the  following  systems: 

AN/ALR-56C  radar  warning  receiver 

AN/APG-70 

AN/ALQ-135  electronic  countermeasures  countermeasures 

Dash  6  conformal  fuel  tanks 

AN/ALE— 45  (or  ADDS-VII)  countermeasures  set  (chaff  and  flares) 

AN/APX-109  Identification  Friend  or  Foe 

AN/ARC-164  UHF  radio 

AN/ASN-47  ring  laser  gyro  inertial  navigation  system 

AN/AWG-27  programmable  armament  control  system 

Wide  angle  Head  Up  Display 

LANTIRN  navigation  pod 

LANTIRN  targeting  pod 

Global  Positioning  System 
The  Department  of  Defense  is  not  aware  of  any  additional  weapons  systems  that 
Israel  is  seeking  related  to  the  F-15I  other  than  aircraft  itself  as  described  above. 

Mr.  Smith.  The  threat  stems  primarily  from  Iran  and  Iraq, 
should  Iraq  ever  be  able  to  reconstitute  its  forces  again. 

The  F-15I  is  first  an  all-weather  day  and  night,  air  superiority 
fighter  aircraft  that  is  also  configured  with  navigation  and 
targeting  pads  to  give  it  an  air-to-ground  interdiction  capability.  It 
is  a  dual-role  aircraft. 

Chairman  Hamilton.  Now  this  is  part  of  our  effort,  I  presume, 
to  keep  the  Israeli  qualitative  edge? 

Mr.  Smith.  Yes,  sir. 

Chairman  Hamilton.  OK  Now  the  press  has  reported  that  the 
administration  has  plans  to  sell  used  U.S.  F-16  aircraft  on  the 
international  market,  and  possibly  to  make  these  planes  available 
through  grant  programs  to  qualifying  countries,  including  Israel.  Is 
that  correct? 

Mr.  Smith.  The  F-16s  for  Israel  would  actually  be  transferred 
under  the  draw-down  authority.  So 

Chairman  Hamilton.  That  is  separate?  That  authority  is  sepa- 
rate? 

Mr.  Smith.  Yes,  it  is.  That  is  unique  to  Israel. 

Chairman  Hamilton.  How  many  are  we  talking  about? 

Mr.  Smith.  For  Israel,  we  are  talking  about  50  total. 

Chairman  Hamilton.  Describe  briefly  for  me  the  F-16  A  and  B. 
What  kind  of  aircraft  is  that? 

Mr.  Smith.  The  F-16  Falcon  is  a  multirole,  all-weather  jet  fight- 
er that  is  well-suited  to  a  variety  of  missions,  including  air-to- 
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ground  and  air-to-air  combat,  sea  lane  protection,  and  reconnais- 
sance. It  has  been  one  of  the  mainstays  of  our 

Chairman  Hamilton.  Now  this  aircraft  is  being  made  available 
to  Israel  under  the  Persian  Gulf  draw-down  authority,  is  that 
right?  It  is  a  special  draw-down  authority? 

Mr.  Smith.  Yes,  Mr.  Chairman,  we  call  it  the  $700  million  draw- 
down authority  that  has  been  in  effect  for  several  years. 

Chairman  Hamilton.  Is  that  additional  aid  to  Israel? 

Mr.  Smith.  Yes,  sir,  in  effect,  it  is.  We  are  authorized  to  take  as- 
sets directly  from  active  forces'  stocks — both  articles  and  services — 
and,  after  notification  to  Congress,  transfer  them  to  Israel. 

Chairman  Hamilton.  So  this  is  in  addition  to  the  security  assist- 
ance provided  to  Israel? 

Mr.  Smith.  Yes. 

Chairman  Hamilton.  And  what  other  countries  benefit  from  this 
program? 

Mr.  Smith.  No  other  countries  do,  sir. 

Chairman  Hamilton.  Are  any  other  countries  requesting  the  F- 
16? 

Mr.  Smith.  Requesting  the  F-16? 

Chairman  HAMILTON.  Yes,  excess  F-16s. 

Mr.  Smith.  There  are  no  excess  F-16s. 

Chairman  Hamilton.  Now,  well,  wait  a  minute  here.  These  are 
not  excess  aircraft? 

Mr.  Smith.  That  is  correct. 

Chairman  Hamilton.  But  Israel,  at  least,  as  a  country,  has  a 
right  to  draw-down  a  certain  number  of  them  without  cost  to  Is- 
rael? 

Mr.  Smith.  Well,  it  is  not  Israel's  right  per  se.  It  is  at  the  discre- 
tion of  the  United  States  and  the  Secretary  of  Defense. 

Chairman  Hamilton.  No,  I  understand  that.  But  it  is  without 
cost  to  Israel? 

Mr.  Smith.  That  is  correct,  except  for  the  transportation  costs. 

Chairman  Hamilton.  So  they  get  50  F-16  aircrafts  under  the 
draw-down  authority.  What  would  be  the  value  of  that? 

Mr.  Smith.  About  $250  million,  Mr.  Chairman. 

Chairman  Hamilton.  OK.  Now  do  you  declare  these  F-16  as  ex- 
cess? 

Mr.  Smith.  No. 

Chairman  Hamilton.  You  do  not. 

Mr.  Smith.  They  come  out  of 

Chairman  Hamilton.  Existing  stock. 

Mr.  Smith.  Right.  Everything  that  is  transferred  under  this  au- 
thority comes  out  of  existing  stocks. 

Chairman  Hamilton.  OK.  And  are  you  going  to  declare  any  ex- 
cess F-16s  for  other  countries? 

Mr.  Smith.  No.  Right  now,  the  Air  Force 

Chairman  Hamilton.  Are  other  countries  seeking  some  of  these 
F-16s — Egypt  or  Jordan  or  whoever? 

Mr.  Smith.  Well,  we  have  sold  F-16s  to  Egypt,  of  course.  Jordan 
cannot  afford  them. 

Chairman  Hamilton.  Yes,  but  Jordan 

Mr.  Smith.  They  would  like  to  have  them,  yes. 
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Chairman  Hamilton.  I  understand.  But  they  are  not  requesting 
them  at  this  point? 

Mr.  Smith.  No,  they  have  not  asked  for  them  at  this  time. 

Chairman  Hamilton.  I  have  a  note  here  saying  Egyptians  are 
requesting  F-16  Falcons  as  excess. 

Mr.  Smith.  Right.  But  again,  we 

Chairman  Hamilton.  But  they  are  not  going  to  get  any;  is  that 
it? 

Mr.  Smith.  They  are — they  are  not  going  to — there  are  no  excess 
F-16s. 

Chairman  Hamilton.  So  they  are  not  going  to  get  any? 

Mr.  Smith.  That  is  right. 

Chairman  Hamilton.  OK  So  the  Israehs  get  50  on  a  draw- 
down— what  we  call  a  draw-down,  but  nobody  else  gets  any;  is  that 
right — free? 

Mr.  Smith.  Right. 

Chairman  Hamilton.  OK.  And  nobody  else  gets  any  to  buy  be- 
cause you  do  not  have  any  excess,  is  that  right? 

Mr.  Smith.  No,  there — the  Air  Force  is  attempting  to  sell  some 
of  the  A  and  B  models 

Chairman  Hamilton.  F-16. 

Mr.  Smith.  Yes,  F-16A's  and  B's.  Under  authority  that  they  have 
to  sell  from  inventory  and  then 

Chairman  Hamilton.  OK  They  want  to  sell  some.  Who  is  going 
to  buy  them?  Maybe  I  should  confine  that  to  the  Middle  East.  I 
mean,  is  anybody  in  the  Middle  East  going  to  buy  them? 

Mr.  Smith.  Several  countries  have  been  briefed  on  the  specifics 
of  this  program:  costs  and  other  things.  The  only  country  I  can 
name  right  now  is  Spain. 

Chairman  Hamilton.  I  see.  But  you  do  not  know  of  any  Middle 
East  country  that  is  going  to  be  buying? 

Mr.  Smith.  Possibly  Morocco.  TTiey  have  been  interested  in  F- 
16s.  That  is  a  possibility  if  they  have  the  money. 

TRAVEL  ban  ON  LEBANON 

Chairman  HAMILTON.  All  right.  In  February,  the  administration 
extended  the  ban  on  use  of  U.S.  passports  for  travel  to  Lebanon  for 
6  months.  Why? 

Mr.  KuRTZER.  Mr.  Chairman,  we  continue  to  monitor  carefully 
the  security  situation  and  our  primary  responsibility  is  to  ensure 
that  it  will  be  safe  for  American  travelers,  private  or  business,  to 
be  there.  Given  the  fact  that  the  Lebanese  Government  has  taken 
measures  over  the  past  couple  of  years,  rather  than  extend  this  ban 
for  a  year,  we  decided  to  do  it  for  6  months,  to  take  another  look 
at  the — an  evolving — what  we  hope  will  be  a  positively  evolving  sit- 
uation. 

Chairman  Hamilton.  The  fact  that  you  do  it  for  6  months  in- 
stead of  for  1  year,  does  that  indicate  some  progress? 

Mr.  KuRTZER.  A  little  bit,  sir.  There  has  been  some — there  have 
been  some  indications  that  the  Lebanese  Government  will  be  tak- 
ing additional  steps — has  taken  and  will  be  taking  additional  steps 
to  assert  its  authority. 

Chairman  Hamilton.  Do  we  have  American  firms  involved  in  re- 
building, reconstruction  in  Lebanon? 
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Mr.  KuRTZER.  As  I  understand  it — I  can  provide  you  some  de- 
tails— but  as  I  understand  it,  there  are  American  firms  working 
through  Lebanese  agents  on  the  ground.  But  I  would  have  to  send 
up  the  information  separately. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

There  are  currently  over  50  firms  doing  business  in  Lebanon  which  are  either 
wholly  U.S.  owned,  nave  at  least  50  percent  U.S.  interest,  or  are  subsidiaries/ 
franchisees  of  U.S.  firms.  American  firms,  such  as  Westinghouse  and  Motorola,  have 
expressed  interest  in  and  have  submitted  bids  on  major  reconstruction  projects,  in- 
cluding power  generation,  telecommunications,  solid  waste  disposal,  and  the  renova- 
tion and  upgrade  of  Beirut  International  Airport.  Our  Ambassador  in  Lebanon  ac- 
tively promotes  U.S.  business  interests,  and  seeks  to  ensure  that  U.S.  firms  are 
given  mil,  fair  and  positive  consideration,  despite  the  limitations  imposed  by  the 
travel  restrictions. 

JORDAN 

Chairman  Hamilton.  All  right.  Now  on  Jordan,  give  me  your 
sense  of  how  important  Jordan  is  now  to  the  peace  process. 

Mr.  KURTZER.  As  a  prime  bilateral  negotiating  party  and  one  of 
the  first  to  sign  up  to  Madrid,  Jordan  is  central  to  Middle  East 
peace  efforts.  Jordan  has  also  been  among  those  who  have  stepped 
forward  to  articulate  progress  as  it  has  been  achieved,  as  I  indi- 
cated in  my  opening  statement  with  the  signing  of  a  substantive 
common  agenda  on  September  14  of  last  year.  Following  that,  Jor- 
danian-Israeli negotiations  intensified  and  have  covered  a  wide 
range  of  topics,  which  ultimately  will  be  wrapped  up  into  a  peace 
agreement.  They  have  also  marked  a  few  milestones 

Chairman  Hamilton.  Do  you  think  those  agreements  are  going 
to  mark  time  until  the  Israeli-Syrian  talks  move  forward?  Or  can 
you  go  ahead  separately? 

Mr.  KuRTZER.  It  is  hard  to  know.  I  think  each  of  the  Arab  parties 
tends  to  watch  its  brethren.  And  I  do  not  know  if  firm  decisions 
have  been  made  with  regard  to  implementation,  but  I  think  that 
is  one  of  the  considerations;  yes. 

Chairman  Hamilton.  In  your  view,  will  the  next  focus  be  the  Is- 
raeli-Syrian talks? 

Mr.  KuRTZER.  Well,  there  certainly  is  more  concentration  on  it. 
I  can  tell  you  from  our  perspective,  we  tend  to  try  to  focus  on  all 
of  the  four  tracks.  The  Prime  Minister  has  indicated — indicated 
during  his  last  visit  to  the  United  States  that  he  would  like  to  de- 
vote more  attention  now  to  the  Syrian  negotiations.  And  so,  we  can 
expect  to  see  more  activity  there. 

Chairman  Hamilton.  And  is  Jordan  doing  fairly  well  in  making 
progress  on  democratization  and  the  implementation  of  some  tough 
economic  measures? 

Mr.  KuRTZER.  Here,  too,  I  would  be  on  the  optimistic  side.  I 
think  the  answer  is  yes,  they  have  taken  very  serious  measures  to 
both  stabilize  the  economy  and  then  achieve  long-term  growth.  I  do 
not 

Chairman  Hamilton.  Is  that  Parliament  there  getting  into  the 
action?  Are  they  playing  a  role  in  governing  Jordan?  Or  are  they 
just  kind  of  a  figurehead? 

Mr.  KURTZER.  No,  it  is  actually  an  interesting — it  is  interesting 
to  watch  the  Parliament  in  Jordan  begin  to  play  a  much  more  ac- 
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tive  role  and  to  see  the  government  more  responsive — the  adminis- 
tration in  Jordan  more  responsive  to  parhamentary  concerns.  So 
things  in  that  respect  are  evolving  positively,  sir. 

DEBT  FORGIVENESS  FOR  JORDAN 

Chairman  Hamilton.  Are  the  Jordanians  talking  to  us  now 
about  debt  forgiveness? 

Mr.  KuRTZER.  They  have  talked  to  us,  yes,  sir.  They  have — they 
have  asked  that  we  consider  it.  We  have  told  them  that  it  is  an 
unlikely  proposition.  We  do  support  debt  relief  in  the  context  of 
economic  reforms  and  Paris  Club  debt  restructuring.  But  we  know, 
as  you  do,  the  difficulty  of  even  thinking  about  debt  forgiveness 
and  we  have  communicated  that  to  the  Jordanians. 

Chairman  Hamilton.  What  are  they  seeking? 

Mr.  KuRTZER.  They  would  like  debt  forgiveness. 

Chairman  Hamilton.  How  much? 

Mr.  KURTZER.  I  would  have  to  send  you  the  numbers  of  overall 
indebtedness. 

[The  information  referred  to  was  subsequently  supplied  for  the 
hearing  record  and  follows:] 

According  to  IMF  statistics,  Jordan's  external  debt  totaled  $6.65  billion  at  the  con- 
clusion of  calendar  year  1993.  Jordan  has  the  highest  external  debt  as  a  percentage 
of  GNP  of  any  state  in  the  region.  Jordan's  external  debt  is  comprised  of  both  com- 
mercial and  official  loans.  The  U.S.  Government  holds  $665  million  of  the  total  Jor- 
danian debt. 

Chairman  Hamilton.  Do  you  know  what  the  size  of  the  official 
Jordanian  debt  to  the  United  States  is? 

Mr.  KuRTZER.  What  I  have  is  their  total  external  debt,  official 
and  commercial,  is,  as  I  understand  it,  $6.65  billion,  of  which  $685 
million  is  owed  to  the  United  States. 

Chairman  Hamilton.  Grovernment? 

Mr.  KURTZER.  I  think  that  is  both  official  and  commercial.  I 
would  have  to  check  that,  sir. 

Chairman  Hamilton.  And  does  the  administration  have  a  posi- 
tion on  debt  forgiveness  to  Jordan? 

Mr.  KuRTZER.  As  I  mentioned,  we  told  the  Jordanians  not  to  ex- 
pect it  because — we  were  actually  quite  blunt.  We  said  that  we  ex- 
pect debts  to  be  repaid.  We  are,  however,  sympathetic  in  the  con- 
text of  economic  reform  to  see  debt  relief  as  part  of  IMF  and  then 
Paris  Club  rescheduling. 

Chairman  Hamilton.  We  have  a  huge  debt  forgiveness  to  Egypt. 

Mr.  KuRTZER.  That  is  correct,  sir. 

sanctions  REGIME  FOR  SHIPS  IN  PORT  OF  AQABA 

Chairman  Hamilton.  That  really  is  in  the  context  of  the  Gulf 
War.  Now  the  per  capita  income  in  Jordan  is  less  than  the  per  cap- 
ita income  on  the  West  Bank  and  Gaza. 

Mr.  KURTZER.  That  is — I  believe  that  is  correct,  sir. 

Chairman  Hamilton.  It  is  about  $1,000,  I  think,  in  Jordan.  OK. 
Now,  it  is  our  understanding  here  that  Jordan  is  seeking  some 
changes  in  the  sanction  regime  for  ships  entering  the  port  of 
Aqaba.  Is  that  correct? 
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Mr.  KURTZER.  That  is  correct.  As  I  noted  earlier,  in  our  discus- 
sions with  Jordan,  we  have  emphasized  the  need  to  maintain  the 
integrity  of  the  sanctions  regime  which,  with  regard  to  Aqaba  port, 
are  currently  being  carried  out  by  a  maritime  interdiction  naval 
force.  We  are  prepared  and  are,  in  fact,  looking  at  the  possibility 
of  a  land-based  regime,  but  will  do  so  only  if  we  are  persuaded  that 
it  is  at  least  as  effective,  if  not  more  effective,  in  ensuring  sanctions 
compliance. 

Chairman  Hamilton.  What  is  Jordan  aiming  at  here?  What  are 
they  trying  to  do? 

Mr.  KuRTZER.  The  Jordanian  argument  is  that  the  maritime  re- 
gime has  tended  to  inhibit  or,  in  some  cases,  to  end  shipments  of 
perfectly  permissible  goods  through  the  port  of  Aqaba. 

Chairman  Hamilton.  So  they  are  arguing  that  their  economy  is 
being  damaged? 

Mr.  KuRTZER.  Their  general  economy  is  being  damaged  and  they 
assert  that  the  port  of  Aqaba  is  in  crisis.  They  would,  therefore, 
like  to  see  a  land-based  regime,  which  would  permit  acceptable 
shipping  to  offload  and  then  move  the  goods  into  Jordan;  but  have 
any  questions  dealt  with  on  shore,  rather  than  at  sea. 

Chairman  Hamilton.  And  what  have  we  said  to  Jordan? 

Mr.  KuRTZER.  We  have  said  that  we  are  prepared  to  look  at  an 
alternative,  and  we  are,  in  fact,  looking  at  one  active  possibility 
right  now.  It  is  in  the  deliberative  process  interagency,  and  we  are 
going  to  take  a  hard  look  to  see  whether  it  meets  the  needs  of  sanc- 
tions compliance. 

COMMERCIAL  DISPUTES  WITH  SAUDI  ARABIA 

Chairman  HAMILTON.  OK.  This  committee  has  had  an  interest  in 
some  of  these  commercial  disputes  with  Saudi  Arabia,  and  I  think 
we  have  made  quite  a  bit  of  progress  on  it  in  the  last  12  months. 
It  is  my  impression  that  two  cases  are  still  unresolved,  is  that 
right— Harbert  and  Gibbs  &  Hill? 

Mr.  KURTZER.  That  is  correct,  sir. 

Chairman  Hamilton.  Can  you  give  us  the  status  of  those?  The 
Saudi  Government  maintains  they  have  been  dealt  with  ade- 
quately? 

Mr.  KuRTZER.  In  both  cases,  that  is  the  Saudi  Government  posi- 
tion. There  has — as  you  know,  there  has  been  an  offer  made  to  HH, 
which  the  Saudi  Government  believes  is  final.  In  the  case  of  Gibbs, 
the  Saudis  are  prepared  to  look  at^  the  issue  once  again,  having 
made  a  preliminary  decision. 

Chairman  Hamilton.  We  are  discussing  this  with  the  Saudis  on 
an  ongoing  basis? 

Mr.  KuRTZER.  Very  actively,  yes. 

Chairman  Hamilton.  Would  you  expect  a  resolution  of  this  soon? 

Mr.  KuRTZER.  I  hesitate  to  answer  directly  because  I  think  it  is 
going  to  depend  on  which  side  thinks  it  is  resolved.  The  Saudis,  I 
think  after  they  complete  their  review,  will  probably  tell  us  that 
the  case  is  resolved.  I  am  not  sure  that  the  American  firms  would 
agree  and  we  will,  therefore,  have  to  decide  then  how  to  proceed. 

Chairman  Hamilton.  All  right.  Keep  us  informed  about  that, 
would  you,  please? 

Mr.  KuRTZER.  Yes,  for  sure. 
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IMET  TO  ALGERIA 

Chairman  Hamilton.  Now,  I  do  not  know  if  you  cover  Algeria  or 
not.  Who  covers  Algeria?  Why  are  we  increasing  IMET  to  Algeria? 

Mr.  Smith.  Actually,  direct  training  and  other  professional  edu- 
cation of  any  of  their  military  officers  is  the  best  way  we  have  to 
promote  democracy  and  a  professional  military  in  Algeria.  There 
are  several  Algerian  military  students  who  are  undergoing  edu- 
cation now  in  the  United  States. 

Chairman  Hamilton.  I  think  a  lot  of  people  feel  that  the  Alge- 
rian military  has  been  a  large  part  of  the  problem  there. 

Mr.  Smith.  That  is  precisely  why  we  are  requesting  this  pro- 
gram. 

Chairman  Hamilton.  So  we  are  going  to  go  in  and  help  them? 

Mr.  Smith.  Yes,  sir,  to  the  extent  we  can. 

Chairman  Hamilton.  That  is  basically  a  training  program  for 
their  military  officers.  Is  it  a  training  program  here  in  this  coun- 
try? 

Mr.  Smith.  Yes. 

Chairman  Hamilton.  And  if  you  are  actually  increasing  the 
amount  of  aid  to  the  Algerian  military,  what  kind  of  a  signal  do 
you  think  that  sends?  We  favor  the  restoration  of  democracy.  The 
military  is  the  group  that  stands  in  the  way  of  restoration,  at  least 
according  to  many  observers,  and  we  are  increasing  aid  to  the  mili- 
tary. 

Mr.  Smith.  Mr.  Chairman,  I  believe  the  actual  amount  requested 
is  down.  The  fiscal  year  1994  request  was  for  $150,000;  the  fiscal 
year  1995  request  is  for  $75,000. 

Chairman  Hamilton.  Well,  that  has  gone  up — $50,000  to 
$75,000.     ■ 

Mr.  Smith.  No,  our  request  has  gone  down  from  $150,000  to 
$75,000. 

Chairman  HAMILTON.  Oh,  $150,000. 

Mr.  Smith.  $150,000  requested  down  to  $75,000. 

Chairman  Hamilton.  Now,  let  us  see,  fiscal  year  1993 — $50,000 
for  1994? 

Mr.  Smith.  Yes,  sir.  $50,000  is  our  estimate  of  what  Algeria  will 
receive  this  year  as  a  result  of  the  reduced  congressional  appropria- 
tion. 

Chairman  Hamilton.  And  $75,000  for  1995,  gone  up. 

Mr.  Smith.  No,  it  is  $137,000  actual  in  1993;  $150,000  requested 
in  1994;  and  $75,000  requested  in  1995  are  the  figures  I  have. 

Chairman  Hamilton.  Well,  we  have  a  different  chart  here.  On 
the  congressional  presentation  document — of  course,  this  is  just  for 
1995 — or  is  it  1994?  Well,  we  are  looking  at  the  congressional  pres- 
entation documents,  and  it  has  for  Algeria  $50  million  for  IMET — 
excuse  me,  not  million,  $50,000,  I  guess— $50,000  for  1994  and 
$75,000  in  1995. 

Mr.  Smith.  I  believe  there  may  be  a  difference  in  terms.  The  fig- 
ure I  have  here  shows  that  we  requested  $150,000  in  1994.  and 
what  we  estimate  the  final  figure  will  be,  $50,000.  The  difference 
between  $50,000  and  $75,000,  does  represent  an  increase,  but  still 
remains  well  below  both  what  Algeria  received  in  1993  and  what 
the  administration  requested  in  1994. 
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Chairman  HAMILTON.  Not  enough  to  worry  about,  right? 

Mr.  Smith.  No — no,  sir,  I  am  not  saying  that.  But  again,  for  this 
type  of  program,  I  say  it  is  the  type  of  program  that  we  should  in- 
vest in. 

Chairman  Hamilton.  You  think  we  should  be  investing  in  the 
Algerian  military? 

Mr.  Smith.  I  believe  we  should  support  Algeria's  participation  in 
the  Direct  Training  Program  to  expose  their  professional  military 
leadership  to  the  ideals  of  democracy  and  the  role  of  the  military 
in  society  respect  for  human  rights,  and  the  free  market  economy. 
Few  countries  are  better  targets  for  that  kind  of  exposure  than  Al- 
geria. 

Chairman  Hamilton.  You  think  that  is  worth  doing  in  Algeria 
today? 

Mr.  Smith.  Absolutely.  It  is  a  very,  very  small  amount,  but  it 
may  make  some  difference. 

Chairman  Hamilton.  I  think  we  had  better  look  into  that  a  little 
more  carefully.  We  will  have  quite  a  few  questions  later.  We  stand 
adjourned. 

[Whereupon,  at  12:20  p.m.,  the  subcommittee  was  adjourned.] 
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Mr.  Chairman,  members  of  the  subcommittee,  I  am  pleased  to 

appear  before  you  today  to  discuss  the  Administration" s.  FY  '95 

request  for  assistance  to  countrj.es  in  Europe. 


I  am  accompanied  by  three  distinguished  colleagues:   Tom 
Dine,  the  Assistant  Administrator  for  Europe  and  the  Newly 
Independent  States  at  the  Agency  for  International  Development; 
Ralph  Johnson,  the  Coordinator  for  East  European  Assistance; 
and  Darel  Johnson,  Principal  Director  for  European  and  NATO 
Policy  in  the  Office  of  the  Secretary  of  Defense.   Following  my 
statement,  Ralph  Johnson  will  speak  to  our  overall  assistance 
efforts  in  Central  and  Eastern  Europe  ("CEE").   Assistant 
Administrator  Dine  will  address  the  impact  of  and  new  trends  in 
our  assistance  programs.   And  Darel  Johnson  will  submit  for  the 
record  a  statement  on  our  military  assistance  programs.   Then, 
we  would  all  welcome  your  questions. 

I  would  like  to  provide  for  you  an  overview  of  our  major 
assistance  programs  and  the  objectives  they  support.   In 
particular,  I  will  discuss  our  funding  requests  for  the  Support 
for  East  European  Democracy  Act,  or  SEED,  and  for  Greece, 
Turkey  and  Cyprus.   I  will  also  touch  on  our  requests  for  the 
International  Fund  for  Ireland  and  the  European  Bank  for 
Reconstruction  and  Development. 
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The  Broad  Objectives  of  U.S.  Foreign  Assistance  Policy 

Let  me  begin,  though,  by  describing  this  Administration's 
broader  philosophy  of  foreign  assistance.   Aid  to  foreign 
countries  is  too  often  seen  as  something  we  do  exclusively  for 
others,  rather  than  as  sorrtething  we  do  for  ourselves.   In 
crafting  our  assistance  requests,  our  primary  goal  must  be  to 
advance  the  core  interests  of  the  American  people. 

Our  core  interests  include  enhancing  prosperity  at  home  and 
abroad,  building  democracy  and  promoting  peace.   These 
interests  are  interlocking  and  mutually  reinforcing.   Let  me 
say  a  few  words  about  each. 

America's  future  prosperity  is  directly  linked  to  the 
growth  and  integration  of  the  world  economy.   So  too  is  its 
security,  for  prosperity  promotes  stability.   We  seek  to  open 
new  market^  overseas,  and  to  expand  existing  ones.   Our  success 
in  bringing  to  closure  NAFTA  and  the  Uruguay  Round  of  the  GATT 
were  important  steps  toward  this  goal.   In  FY  '95,  the  U.S. 
assistance  program  will  promote  U.S.  exports  and  assist  the 
development  of  our  trading  partners'  economies.   In  Central  and 
Eastern  Europe  in  particular,  our  assistance  aims  to  move 
forward  the  day  when  trade  and  investment  will  replace  aid  as 
the  defining  characteristic  of  our  economic  relationship. 
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U.S.  foreign  assistance  policy  also  focuses  on  building  and 
consolidating  democracy  in  Europe.   As  President  Clinton  has 
said,  democracies  make  better  partners  in  trade,  are  more 
peaceful,  and  cooperate  better  in  managing  global  problems  than 
other  forms  of  government.   In  FY  '95,  we  will  continue  the 
effort  to  support  political  and  economic  reform  in  Central  and 
Eastern  Europe  and  in  the  former  Soviet  Union. 

Finally,  our  foreign  aid  seeks  to  ensure  the  security  of 
our  nation  by  promoting  peace.   To  this  end,  the  U.S.  FY  '95 
assistance  budget  funds  multilateral  peacekeeping  efforts  and 
authorizes  programs  to  respond  aggressively  to  new 
international  security  challenges  such  as  ethnic  conflict,  the 
proliferation  of  weapons  of  mass  destruction,  narcotics 
trafficking  and  terrorism.   In  Europe,  we  will  focus 
particularly  on  maintaining  our  commitments  to  assist  allied 
countries  in  meeting  threats  to  their  security,  and  in 
fulfilling  their  multilateral  defense  commitments. 

Support  for  East  European  Democracy 

Let  me  turn  now  to  some  of  our  specific  requests,  starting 
with  the  SEED  Act,  for  which  we  have  requested  $380  million  in 
FY  '95.   Ralph  Johnson  will  address  our  overall  assistance 
program  for  the  CEE,  as  well  as  the  details  of  our  proposed 
SEED  spending,  including  areas  of  special  emphasis  in  FY  '95. 
I  simply  would  like  to  review  for  you  the  broad  objectives  of 
SEED  assistance. 
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The  development  of  market  democracy  in  Central  and  Eastern 
Europe  remains  as  important  today  as  it  was  when  Congress 
authorized  the  SEED  program  in  1989.   A  democratic  and 
prosperous  CEE  will  make  the  Europe  as  a  whole  more  secure,  and 
provide  a  tremendous  new  market  for  American  goods  and 
services.   It  will  also  help  reformers  in  the  former  Soviet 
Union  demonstrate  that  democracy  and  market  reform  improve 
people's  lives. 

The  SEED  program  was  designed  to  provide  rapid,  tangible 
U.S.  support  for  democratic  forces  in  Central  and  Eastern 
Europe.   The  unique  political  and  economic  situation  in  the 
region  called  for  a  faster  and  more  flexible  method  of 
delivering  assistance  than  the  average  two-to-three  year 
gestation  period  needed  to  develop  traditional  aid  programs. 
We  believe  the  SEED  program  has  spawned  great  successes, 
several  of  .which  Tom  Dine  will  describe.   As  a  result  of  the 
progress  of  reform  in  the  region,  we  are  starting  to  make  the 
transition  from  aid  to  trade  and  investment  in  our  relationship 
with  several  CEE  countries. 

SEED  has  three  basic  objectives.   Let  me  describe  each  one 
and  tell  you  how  our  assistance  is  being  used  to  meet  them: 
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1.  First,  SEED  seeks  to  foster  the  emergence  of 
competitive,  market-oriented  economies  in  which  the  majority  of 
economic  resources  are  privately  owned  and  managed.   Thus, 
support  will  continue  to  be  targeted  to  privatization,  the 
development  of  small  and  medium  sized  business,  policy  and 
legal  reforms,  and  key  sector  restructuring. 

2.  Second,  SEED  supports  the  transition  to  democratic 
political  systems,  transparent  and  accountable  governance,  and 
indigenous  civic  organizations  that  ensure  broad-based 
participation  in  political  life.   Here,  assistance  will 
continue  to  be  used  to  improve  public  administration,  promote 
decentralization,  and  strengthen  local  governments, 
parliaments,  independent  media,  and  nongovernmental 
organizations . 

3.  Third,  SEED  aims  to  improve  the  basic  quality  of  life 
in  specific  areas  by  supporting  humanitarian  relief,  health, 
and  social  services,  and  environmental  improvement.   More 
specifically,  our  assistance  will  continue  to  be  used  to  build 
cost-effective  health  care  and  housing,  retrain  workers,  create 
or  enhance  unemployment  services,  implement  environmental 
policy  reforms  in  the  public  sector,  and  expand  environmental 
activities  in  the  private  sector. 

Ralph  Johnson  will  elaborate  further  on  SEED.   I  would  now 
like  to  turn  to  our  major  bilateral  assistance  requests. 
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Turkey 

As  you  may  know,  I  have  just  returned  from  a  European  trip 
that  included  a  stop  in  Ankara.   This  visit  highlighted  the 
reasons  for  our  assistance  to  Turkey,  and  the  problems  Turkey 
now  faces. 

As  you  have  noted,  Mr.  Chairman,  Turkey's  struggle  against 
PKK  terrorism  in  the  southeast  has  led  to  increasing  reports  of 
human  rights  violations.   These  include  allegations  of  the 
torture  of  prisoners,  and  restrictions  on  freedom  of  speech. 
Most  recently,  the  Turkish  parliament  lifted  the  parliamentary 
immunity  of  eight  Kurdish  deputies  to  allow  their  prosecution 
for  speeches  they  made  —  an  action  which  could  have  serious 
implications  for  the  strength  of  democratic  institutions  in 
Turkey. 

I  must  tell  you  that  we  are  extremely  troubled  by  this 
problem.   While  I  was  in  Ankara,  I  raised  our  concerns  both 
publicly  and  privately.   I  stressed  to  Turkish  government 
officials  the  importance  of  showing  improvement  in  the  area  of 
human  rights  to  continued  U.S.  and  international  support. 
While  Turkey  has  legitimate,  indeed  fundamental  goals  in 
defeating  terrorism  and  preserving  the  Turkish  state,  it  cannot 
afford  to  alienate  a  significant  portion  of  its  population  by 
concentrating  on  enforcement  measures  to  the  exclusion  of 
political  and  social  reform. 
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We  will  continue  to  monitor  the  human  rights  situation 
closely,  and  to  press  the  Turkish  government  for  improvement. 
At  the  same  time,  we  believe  that  aid  to  Turkey  is  still 
justified  by  our  overall  foreign  policy  goals. 

Turkey  remains  important  to  U.S.  strategic  interests  in  its 
troubled  region.   As  Secretary  of  State  Christopher  has  said, 
it  lives  in  a  tough  neighborhood.   And  Turkey  is  challenged  by 
terrorism  within  its  borders.   Yet  it  remains  committed  to 
democracy,  secularism  and  the  rule  of  international  law  — 
qualities  which  help  it  serve  as  an  anchor  for  peace,  stability 
and  prosperity  in  the  Caucasus,  Central  Asia,  the  Middle  East 
and  the  Balkans. 

Moreover,  Turkey  has  provided  valuable  support  for  U.S. 
policy  in  the  region,  particularly  its  participation  in  the 
Gulf  War,   More  recently,  its  cooperation  with  operation 
Provide  Comfort,  and  its  enforcement  of  sanctions  against  Iraq 
have  helped  us  to  maintain  pressure  on  Saddam  Hussein  to  comply 
with  United  Nations  resolutions  and  protect  the  Kurdish 
population  of  Northern  Iraq.   Turkey's  efforts  were  important 
in  producing  the  recent  progress  in  the  Cyprus  negotiations. 
Ankara  has  supported  U.S.  and  multilateral  efforts  to  resolve 
conflicts  in  the  Balkans  and  the  Caucasus.   And  it  has  made  a 
noteworthy  effort  to  develop  close  cooperation  with  Israel  and 
to  assist  the  Middle  East  peace  process.   Finally,  our  Defense 
and  Economic  Cooperation  Agreement  provides  us  with  access  to 
air  bases  and  other  facilities  vital  to  regional  security. 
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Turkey's  strength  remains  crucial  to  its  ability  to 
support  U.S.  goals.   While  economic  growth  in  Turkey  has  been 
very  high,  so  too  are  unemployment,  inflation  and  public  sector 
debt.   Turkey's  economic  problems  were  exacerbated  by  its 
participation  in  the  Gulf  War  and  enforcing  sanctions  against 
Iraq  after  the  war. 

Turkey  needs  force  modernization  to  meet  the  challenges 
posed  by  neighbors  armed  with  late-model  Soviet  equipment,  and 
it  must  update  its  naval  force  in  response  to  instability  among 
states  in  the  Black  Sea  area. 

Our  FY  '95  assistance  request  for  Turkey  is  in  the  proposed 
new  Regional  Peace  and  Security  Account.   It  combines  $453 
million  in  loans,  $100  million  in  grants  and  $1  million  in 
training.   The  military  assistance  request  will  support  major 
ongoing  and  planned  modernization  projects.   Our  economic 
assistance  will  provide  budget  support  and  assist  Turkey  in 
maintaining  economic  reforms.   The  direct  training  program  will 
include  a  variety  of  military  training  programs.   We  also  will 
offer  courses  in  defense  resource  management  and  expose 
students  to  the  importance  we  attach  to  the  respect  for  human 
rights.   These  programs  will  help  Turkey  maintain  its  own 
security,  bolster  its  economy  and  advance  our  regional  goals. 
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Greece  \^         \ 

My  recent  trip  also  took  me  to  Athens.   As  you^  know,  Mr. 
Chairman,  Greece  is  strategically  important  because  of  its 
location  in  the  eastern  Mediterranean.   Thus,  for  example,  it 
was  able  to  facilitate  the  movement  of  large  numbers  of  U.S. 
troops  and  large  quantities  of  material  during  the  Gulf  War. 
Our  security  assistance  programs  to  Greece  help  the  U.S.  and 
NATO  respond  to  threats  to  security  in  the  more  volatile  areas 
of  southeastern  Europe  and  the  Middle  East.   We  consult  closely 
with  Greece,  both  in  NATO  and  in  the  European  Union  —  where  it 
currently  holds  the  presidency  —  on  the  crisis  in  the 
Balkans.   In  this  regard,  we  are  concerned  by  the  threat  to 
stability  in  the  region  posed  by  Greece's  imposition  of 
economic  sanctions  against  the  Former  Yugoslav  Republic  of 
Macedonia,  which  we  are  urging  Athens  to  rescind. 

The  new  Pasok  government  led  by  Prime  Minister  Papandreou 
has  reaffirmed  Greece's  commitment  to  membership  in  the 
European  Union  and  NATO  and  expressed  its  desire  to  build  on 
existing  good  relations  with  the  United  States.   Our  Mutual 
Defense  Cooperation  Agreement  ensures  U.S.  access  to  essential 
facilities  on  Greek  territory.   Greece  also  cooperates  with  the 
U.S.  in  the  struggle  against  international  terrorism  and  drug 
trafficking.      " 
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Our  assistance  to  Greece  has  three  central  objectives:  (i) 
to  support  a  strong  bilateral  defense  relationship  and  ensure 
continued  access  to  bases  on  Greek  territory;  (ii)  to  encourage 
Greece's  continued  active  participation  in  NATO,  enhance  its 
ability  to  carry  out  NATO  responsibilities,  and  improve  Greek 
interoperability  with  other  NATO  forces;  and  (iii)  to  meet  our 
treaty  commitment  to  assist  with  the  completion  of  Greece's 
five  year  defense  modernization  plan. 

The  FY  '95  request  for  Greece  is  comprised  of  $317  million 
in  loans  and  $500,000  in  training.   Its  key  elements  include 
funding  for  the  maintenance  of  U.S. -origin  weapons  systems 
already  in  the  Greek  inventory,  and  funding  to  allow  the 
planned  purchase  of  additional  major  items  of  equipment.   Our 
assistance  budget  for  Greece  will  also  provide  significant 
training  for  command,  staff  and  advanced  officers,  management 
courses  and  pilot  and  technical  training. 

Cyprus 

The  United  States  firmly  supports  the  United  Nations 
Secretary  General's  mission  to  facilitate  a  settlement  of  the 
Cyprus  dispute.   Through  the  efforts  of  Special  Cyprus 
Coordinator  Robert  Lamb,  we  are  actively  encouraging  all 
involved  parties  to  reach  a  negotiated  solution.   Currently, 
negotiations  are  underway  on  the  implementation  of  the  U.N. 
confidence  building  measures  proposed  last  year.   v;e  hope  to 
complete  an  agreement  this  spring. 
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Along  with  our  desire  to  promote  a  peaceful  and  prosperous 
future  for  all  Cypriots,  a  solution  to  the  Cyprus  problem  is 
important  for  three  basic  reasons:   (i)  Cyprus  is  a  major 
irritant  in  relations  between  Greece  and  Turkey;  (ii)  Cyprus  is 
strategically  located  in  the  eastern  Mediterranean;  a  stable 
island  would  increase  the  prc^spects  for  stability  in  the 
region;  and  (iii)  a  workable  solution  could  serve  as  a  model 
for  resolving  other  ethnic  conflicts  in  the  region. 

Our  FY  '95  assistance  request  for  Cyprus  is  $15  million. 
This  money  will  be  used  to  promote  joint  economic  and  social 
development  between  the  Greek-Cypriot  and  Turkish-Cypriot 
communities,  which  is  also  the  goal  of  the  United 
Nations-sponsored  package  of  confidence  building  measures.   We 
seek  to  provide  opportunities  for  Greek  and  Turkish  Cypriots  to 
build  mutual  confidence  through  joint  planning  and  development 
activities.   Approximately  two-thirds  of  our  aid  is  used  for 
development  projects,  and  the  remaining  third  goes  to  the 
Cyprus-American  Scholarship  Program. 

European  Bank  for  Reconstruction  and  Development 

The  multilateral  development  banks  ("MDB")  provide  a  cost 
effective  means  of  achieving  U.S.  economic  and  political 
objectives  abroad.   For  every  dollar  we  contributed  to  MDBs 
last  year,  they  will  lend  $30  this  year. 
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Among  the  MDBs,  the  European  Bank  foe  Reconstruction  and 
Development  ("EBRD")  has  a  unique  role  to  play  as  a  catalyst 
for  change  in  Central  and  Eastern  Europe  and  the  NIS.   Its 
focus  on  developing  the  private  sector  is  a  critical 
priority. At  the  same  time,  the  political  criteria  it  must  apply 
ensure  that  borrowing  countries  are  adhering  to  the  principles 
of  multi-party  democracy.   The  EBRD's  new  president,  Jacques  de 
Larosiere,  has  aggressively  addressed  the  concerns  you 
expressed  last  year  about  the  bank's  management.   We  are 
pleased  with  the  direction  and  speed  of  the  reforms  he  has 
introduced,  and  so  we  are  requesting  full  funding  of  our  $70 
million  commitment  for  FY  '95. 

The  International  Fund  for  Ireland 

The  International  Fund  for  Ireland  ("IFI")  was  established 
by  the  British  and  Irish  governments  in  1986  to  promote 
economic  and  social  advancement  in  the  Republic  of  Ireland  and 
Northern  Ireland  through  grants  and  loans  to  communities  and 
businesses.   The  Fund's  popularity  has  grown  steadily  within 
both  the  Protestant  and  Catholic  communities  in  Northern 
Ireland.   IFI  projects  in  "neutral"  areas  of  Belfast  offer 
private  work  space  and  business  expertise  to  young 
entrepreneurs  who  otherwise  might  never  be  able  to  start  a 
business.   Rural  business  projects  have  known  a  similar 
success,  reviving  decaying  sections  of  small  rural  towns  where 
unemployment  was  particularly  high. 
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Last  year  was  the  first  year  the  Administration  requested 
funding  for  IFI,  instead  of  waiting  for  Congress  to  take  the 
initiative.   In  FY  '95,  we  once  again  ask  the  Congress  to 
appropriate  moneys  for  the  Fund,  and  we  are  looking  at  ways  to 
keep  the  funding  at  the  1994  level  of  $19.6  million. 


Conclusion 

Mr.  Chairman,  members  of  the  subcommittee,  I  thank  you  for 
this  opportunity  to  set  forth  the  thinking  behind  our  primary 
FY  '95  assistance  requests  for  Europe.   I  would  be  happy  to 
answer  your  questions,  and  I  would  welcome  your  comments  and 
suggestions . 
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Mr.  Chairman,  members  of  the  subcommittee,  the  U.S. 
assistance  program  to  Central  and  Eastern  Europe,  now  in  its 
fifth  year  with  total  commitments  exceeding  $8  billion, 
contains  elements  of  both  continuity  and  change.   It  has 
evolved  tactically  and  reflects  the  Administration's  new 
priorities,  but  its  basic  rationale  has  remained  constant. 

Looking  back  to  the  collapse  of  communism,  it  now  is  clear 
that  we  were  too  optimistic  about  the  duration  of  the 
transition.   Our  initial  projections  --  shared  by  the  European 
Union  and  the  East  Europeans  themselves  —  were  of  a 
three-to-five  year  turnaround  for  Poland,  then-Czechoslovakia 
and  Hungary.   But  the  countries  suffered  from  an  economic 
downturn  that  cut  deeper  and  lasted  longer  than  anticipated. 

Nonetheless,  I  believe  our  efforts  have  gone  a  long  way  in 
achieving  our  objectives:   to  strengthen  these  new  democracies, 
help  root  them  firmly  into  the  western  economic  and  political 
community,  and  to  make  sure  they  continue  to  meet 
internationally  recognized  standards  of  human  rights. 

In  my  statement,  I  wish  to  examine  both  sides  of  the 
medallion,  continuity  and  change,  starting  with  the  former. 

CONTINUITY 

U.S.  interests  represent  the  bedrock  beneath  our  program. 
As  in  1989,  the  United  States  cannot  be  indifferent  to  the  fate 
of  economic  and  political  transformation  in  Central  and  Eastern 
Europe.   Vice  President  Gore  put  it  concisely  in  Milwaukee  on 
January  6:   "It  is  in  America's  self-interest  for  those  reforms 
to  succeed  and  endure." 

Our  own  security  and  prosperity  are  affected  by  what 
happens  there.   If  Central  and  Eastern  Europe  is  prosperous, 
with  its  vast  market  of  over  135  million,  the  U.S.  economy  will 
benefit.   If,  on  the  other  hand,  reform  fails,  instability  or 
hostile  governments  could  result,  and  we  would  face  grave 
security  concerns,  as  well  as  loss  of  economic  opportunities. 
Furthermore,  successful  1 1  aiisf  orma  t  ion  in  Central  and  Eastern 
Europe  will  inspire  reformers  further  east. 
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The  second  element  of  continuity  is  in  our  assistance 
goals.   Just  as  our  national  interests  have  not  changed, 
neither  have  our  strategic  aid  objectives.   The  U.S.  assistance 
program,  with  SEED  as  its  centerpiece,  still  seeks  to  advance 
our  interests  and  promote  our  values  in  the  region  through: 

—  Developing  a  market  economy  and  robust  private  sector; 

—  Strengthening  the  institutions  necessary  for  sustainable 
democracy;  and 

—  Improving  the  basic  quality  of  life  in  selected  areas. 

As  I  will  discuss  later,  we  have  changed  our  tactical  emphasis 
over  the  course  of  SEED,  but  we  still  navigate  by  this 
constel lat ion . 

Third,  our  political  commitment  to  the  region  has  never 
wavered.   Despite  budget  constraints,  the  United  States  is 
still  actively  engaged  in  the  region.   Indeed,  during  his  trip 
to  Prague  in  January,  the  President  made  clear  his  interest  in 
invigorating  our  role  there.   Noting  social  tensions 
accompanying  the  transition,  the  President  said  "we  are 
determined  to  do  what  we  can  to  help."   I  believe  the  leaders 
and  the  peoples  of  Central  and  Eastern  Europe  are  convinced  of 
our  determination.   They  know  we  are  partners  helping  them  on 
their  extraordinary  journey. 

Fourth,  the  innovative  nature  of  the  program  has  not 
changed.   Conceived  in  the  dawn  of  revolution  in  Central  and 
Eastern  Europe,  SEED  was  unique  in  its  approach  and  unusual  in 
its  speed.   Its  innovative  spirit  has  endured.   To  give  a  pair 
of  examples: 

--  The  Enterprise  Funds,  a  bold  experiment  that  we  are 
extending  to  Albania,  Romania,  and  the  Baltics,  have  made  a 
strong  contribution  to  economic  restructuring  in  the 
region.   They  have  provided  a  source,  in  some  cases  the 
only  source,  of  debt  or  equity  capital  available  to  small- 
and  medium-sized  firms  employing  thousands  of  workers;  and 
they  have  attracted  additional  investments  from  the 
multilateral  banks,  private  institutions,  and  pension  funds. 
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--  The  public-private  partnership  we  have  crafted  has 
enhanced  the  reach  of  the  program  by  involving  U.S. 
volunteers.   By  using  many  voluntary  organizations  —  such 
as  the  Financial  Services  Volunteer  Corps,  the 
International  Executive  Service  Corps,  and  the  Volunteers 
in  Overseas  Cooperative  Assistance  —  we  have  leveraged 
additional  resources  for  SEED.   Many  Central  and  Eastern 
Europeans  have  paid  tribute  to  their  effectiveness. 

The  program  is  also  unusual  in  its  interagency  profile.   We 
draw  on  the  expertise  of  over  a  dozen  government  agencies 
brought  together  under  my  direction.   A  hallmark  of  the  SEED 
program  has  been  its  unprecedented  interagency  cooperation. 

These  elements  of  continuity,  however,  do  not  tell  the 
whole  story.   Responding  to  developments  both  here  and  in  the 
region,  the  program  has  changed,  and  I  wish  to  turn  now  to  that 
subject . 


CHANGE 

The  President's  trip  to  Prague  heralded  several  changes  in 
the  program.   He  announced  January  12  a  major  new  initiative 
called  the  "Democracy  Network"  to  help  bolster  emerging  civil 
societies  in  the  region.   The  timing  is  right.   As  democratic 
institutions  develop  there,  public  participation  should  also 
advance,  assisted  in  part  by  non-governmental  organizations 
involved  in  advocacy  and  watchdog  work.   The  "Network"  will 
allow  American  NGO " s  to  support  their  counterparts,  thereby 
enlarging  what  one  Hungarian  philosopher  called  "small  circles 
of  freedom"  capable  of  overcoming  the  communist  past. 

The  President  also  addressed  the  roles  of  trade  and  - 
investment,  two  key  engines  of  the  transition  process.   He 
called  on  countries  in  the  West  to  reduce  barriers  inhibiting 
trade  from  Central  and  Eastern  Europe.   He  also  announced  an 
increase  in  OPIC's  per-project  lending  limit  for  the  region  and 
set  forth  his  plans  to  hold  a  conference  on  trade  and 
investment  focused  on  the  region. 

The  second  set  of  factors  that  have  moved  us  to  change  the 
program  are  conditions  on  the  ground.   The  transition  has  not 
been  painless.   Some  countries  have  made  dramatic  progress,  but 
at  the  same  time  have  experienced  severe  social  strains.   The 
communist  regimes  had  provided  "cradle-to-grave"  social 
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services,  but  these  are  not  appropriate  to  the  demands  of  a 
market  economy.   Tensions  have  intensified  in  some  countries. 
The  September  election  results  in  Poland  made  clear  the  extent 
of  disquiet . 

The  President  announced  in  Prague  that  we  would  step  up  our 
effort  to  help  CEE  governments  deal  with  the  social  and  human 
dimension  of  reform.   I  wish  to  underscore  that  the  initiative 
will  not  entail  large  additional  resources  from  our  side. 
Indeed,  only  the  World  Bank  can  provide  the  financial  resources 
necessary  to  support  the  countries  in  the  region  in  this 
dimension  of  their  reform.   I  will  lead  a  SEED  effort,  with 
support  from  the  Labor  Department  and  USAID,  and  in  conjunction 
with  the  World  Bank,  that  will  focus  on  working  more 
effectively  with  host  governments,  improving  donor 
coordination,  and  drawing  on  some  unique  U.S.  strengths.   The 
initiative  demonstrates  our  programmatic  flexibility  and 
sensitivity  to  conditions  on  the  ground. 

The  SEED  program  will  respond  in  some  carefully  defined 
ways  to  the  requirements  of  Bosnian  reconstruction.   We  are  now 
examining  options  that  would  involve  a  limited  amount  of  SEED 
resources  to  help  in  the  early  stages  of  rebuilding.   Precise 
SEED  contributions,  though,  are  not  yet  settled,  and  it  is 
clear  that  the  magnitude  as  well  as  the  nature  of  the 
reconstruction  task  ahead  are  well  beyond  the  scope  of  the  SEED 
program. 

SEED  has  also  responded  to  internal  evaluations.   For 
example,  we  realized  last  year  that,  despite  good  intentions, 
the  G-24  was  not  playing  an  effective  coordinating  role, 
particularly  for  democracy  building.   We  therefore  seized  the 
initiative  and  pushed  the  coordinating  function  out  inta- the 
field.   Two  of  our  Embassies,  those  in  Budapest  and  Warsaw,  are 
now  serving  as  focal  points  for  such  coordination  in  an  attempt 
to  galvanize  others  into  action. 

We  have  also  made  progress  in  fleshing  out  U . S . -Japanese 
cooperation  on  an  environmental  initiative  for  the  region 
announced  by  President  Clinton  and  Prime  Minister  Hosokawa 
February  11.   Last  week,  I  headed  a  delegation  that  met  with 
Japanese  officials  in  Tokyo  to  discuss  the  operational 
dimension  of  the  initiative,  which  will  include  up  to  $1 
billion  in  untied  loans  from  the  Japanese  side.   Although 
questions  need  to  be  clarified,  implementation  is  moving  ahead, 
and  I  expect  a  joint  U.S. -Japan  committee  will  meet  within  60 
days.   It  will  ensure  that  projects  funded  under  the  loan 
facility  support  the  Lucerne  environmental  action  program,  as 
we  had  urged  all  along. 
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We  have  also  been  alert  to  informed  criticism.   We 
carefully  monitor  and  continually  refine  our  programs.   We  have 
used  country  strategies  to  tailor  our  assistance  in  individual 
countries.   We  have  also  lessened  our  reliance  on  short-term 
advisers,  whose  utility  host  governments  had  sometimes 
questioned. 

Technical  assistance  was  and  remains  the  prime  form  of  our 
assistance  and  rightly  so.   It  is  appropriate  given  the  status 
of  the  Central  and  Eastern  European  countries,  which  are 
grappling  with  the  effects  of  skewed  development,  not 
underdevelopment.   It  is  also  appropriate  because  the  United 
States  seeks  to  teach  skills,  not  just  transfer  resources.   Our 
program  strength  lies  in  the  skills  of  its  participants  --  our 
bankers,  lawyers,  environmental  experts,  labor  specialists  — 
many  of  whom  are  making  sacrifices  to  serve  and  are  even 
working  pro  bono. 

SEED  was  never  conceived  as  a  permanent  feature  of  our 
relations  with  the  region.   It  was  meant  only  to  support  reform 
in  the  aftermath  of  communism.   Initially,  though,  we  may  have 
been  too  sanguine  in  plotting  the  transition,  and  we  have 
adjusted  our  plans  to  the  unfolding  reality.   We  have  already 
begun  the  phase-down  of  programs  in  the  more  successful 
countries.   For  instance,  the  Czech  Republic  is  now  poised  for 
graduation.   Estonia  and  Slovenia  may  follow  soon  thereafter. 

But  we  now  believe  that  a  continuing  but  declining  aid 
commitment  to  the  region  as  a  whole  will  be  necessary  for  the 
rest  of  this  century.   Albania  represents  one  end  of  the 
spectrum.   Despite  its  strong  record  so  far,  it  will  most 
likely  merit  assistance  for  years  to  come. 

Nonetheless,  resource  allocation  is  not  static.   The. 
largest  Enterprise  Funds  are  nearing  full  capitalization, 
releasing  resources  for  use  elsewhere.   In  general,  we  will 
reallocate  resources  from  the  more  successful  Northern  Tier  to 
the  Southern  Tier,  where  marginal  assistance  dollars  can  have 
potentially  a  greater  effect. 

We  will  not,  however,  undercut  reform  in  the  Northern  Tier 
by  prematurely  ending  our  efforts  there.   We  will  proceed 
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carefully  in  shifting  resources  toward  the  Southern  Tier.   Such 
a  shift  is  not  automatic.   For  all  countries  in  the  region, 
regardless  of  location,  commitment  to  reform  remains 
prerequisite  for  our  assistance. 

Despite  the  gloom  of  some  press  reports  and  the  very  real 
strains  of  the  transition,  we  should  not  overlook  the 
extraordinary  achievements  of  the  region,  however  uneven  the 
benefits  have  been  spread. 

Let  me  end  on  that  positive  note:   Success  may  not  be 
assured,  but  progress  is  real,  and  the  U.S.  contribution  has 
helped  immensely. 
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ASSISTANT  ADMINISTRATOR  FOR 

EUROPE  AND  THE  NEW  INDEPENDENT  STATES 

U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

TO  THE  HOUSE  FOREIGN  AFFAIRS  SUBCOMMITTEE 

ON  EUROPE  AND  THE  MIDDLE  EAST 

MARCH  16,  1994 
WASHINGTON,  D.C. 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

1  am  pleased  to  have  this  opportunity  to  appear  before  you  today  to  discuss  the  U.S. 
assistance  program  for  Europe,  encompassing  the  countries  of  Central  and  Eastern  Europe 
(CEE),  the  Baltics,  and  Ireland.  Cyprus,  and  Turkey. 

It  has  been  my  privilege  and  honor  to  work  closely  with  this  committee  for  a  number  of 
yearc     As  USAID's  new  As  '«'ant  Administrator  for  Europe  '*"i  the  New  Independer 
Slates,  1  look  forward  to  conunued  regular  and  close  contact  with  you.  .Mr.  Chairman,  and 
your  colleagues.    My  goal  is  to  maintain  and  strengthen  a  bipartisan  coalition  in  support  of 
our  country's  assistance  program  in  Europe.    1  firmly  believe  that  Congressional  support 
depends  not  only  upon  a  clear  understanding  of  the  program's  aims  and  accompiishmenis,  but 
.liso  upon  the  American  public's  appreciation  for  what  we  are  doing  with  its  tax  dollars. 
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For  Fiscal  Year  1995,  the  Clinton  Administration  is  requesting  $380,000,000  in  order  to 
continue  assistance  activities  authorized  under  the  Support  for  Eastern  Europe  Democracy 
(SEED1  Act.    This  figure  is  slightly  less  than  the  amount  appropriated  in  FY  1994.    Our 
programs  in  Central  and  Eastern  Europe  are  fully  consistent  with  the  Administration's  efforts 
to  "reinvent"  foreign  assistance  as  embodied  in  the  Peace,  Prosperity  and  Democracy  Act 
which  the  President  submitted  to  the  Congress.    This  "charter"  legislation  would  replace  the 
badly  outdated  Foreign  Assistance  Act  of  1961,   and  is  the  product  of  a  collaborative  effort 
involving  the  Administration,  the  Congress,  and  the  development  community.    It  is  designed 
to  serve  as  an  effective  framework  for  our  foreign  policy  objectives  for  years  to  come. 

Assistant  Secretary  of  State  Oxman  and  CEE  Coordinator  Johnson  have  underscored  how 
important  it  is  to  the  United  States  that  the  countries  and  peoples  of  Central  and  Eastern 
Europe  successfully  complete  their  transition  to  democracy  and  to  open  market  economies.    I 
am  here  today  to  report  to  this  subcommittee  that:  one,  we  have  a  U.S.  assistance  program 
ihat  IS  ciTectively  contributing  to  the  transitional  needs  of  the  region;  two,  it  is  critical  thai 
we  continue  our  support  of  reform;  and  three,  we  are  meeting,  and  will  continue  to  meet,  the 
challenge  of  adapting  to  evolving  needs,  and  of  doing  so  with  progressively  less  assistance 
resources  in  the  years  ahead.    1  will  address  each  of  these  points,  drawing  on  my  initial 
impressions  from  my  first  month  on  the  job. 


A  Focus  on  Impact:  Achieving  Results 

U.S.  programs  are  successful.    In  partnership  with  reformers  in  the  region,  our  advice 
and  training  are  helping  to  restructure  societies  and  improve  lives  in  Central  and  Eastern 
Europe.    Twenty  objective  external  evaluations  are  completed  and  available  to  the  public, 
and  !  1  more  are  in  process.    These  reports  cover  a  representative  sample  of  USAID's 
European  assistance  activities.    They  confirm  that  our  democratization  and  privatization 
programs  are  directly  affecting  the  lives  of  people,  not  just  in  Warsaw  and  Prague,  but 
throughout  the  entire  region.    Over  35  external  audits  have  been  completed  or  are  being 
processed  by  the  USAID  Inspector  General  and  the  General  Accounting  Office;  none  of  these 
audit  reports  contained  any  serious  prograr.imatic  criticisms. 

USAID's  support  of  privatization  has  empowered  a  wide  range  of  employees,  tenants, 
and  citizens  to  participate  in  and  benefit  from  the  privatization  process.    In  Poland,  American 
advisors  helped  to  structure  the  $4  billion  I'oHsh  Mass  Privatization  Program  of  450  former 
Slate-owned  enterprises.    This  effort  enabled  25  million  Poles  to  purchase  shares  in  the  new 
private  businesses.    In  Hungary,  USAID  assistance  has  also  helped  develop  employee  stock 
ownership,  .nn  important,  innovative  new  tool  for  privatization.    Since  then,  over  30  percent 
of  privatizations  completed  by  the  Slate  Property  Agency  have  used  this  mechanism.    USAID 
assistance  to  Estonia's  iviimsiry  of  Economy  helped  crcaie  a  system  of  automate^  .ouchers, 
allowing  residents  to  participate  in  public  housing  sales.    In  1993,  the  Slovak  Parliament 
enacted  a  condominium  l.iw,  drafted  with  our  assistance,  permitting  tenants  to  buy  housing 
formerly  owned  by  the  State. 

One  of  USAID's  greatest  successes  has  been  assisting  the  Czech  Ministry  of 
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Privatization  to  establish  a  fair  and  transparent  process  that  has  gained  foreign  investors' 
confidence.    The  qualified  team  of  accountants  and  investment  bankers  has  helped  complete 
84  deals  to  date,  representing  $1.9  billion  in  foreign  investment,  with  $.5  billion  in  additional 
investments  still  pending.    American  investments  are  40  percent  of  this  total. 

In  support  of  privatization  programs,  USAID  is  following  through  on  the  strategic 
approach,  instituted  last  year,  of  strengthening  East  European  institutions  that  are  critical  to 
implementing  priority  reforms.   We  are  strengthening  the  financial  sector  in  a  number  of 
ways.    For  instance,  hundreds  of  bankers  have  been  trained  in  Poland  and  the  Baltics,  which 
in  turn  has  helped  the  Polish  Central  Bank  develop  its  capacity  to  supervise  private  banks, 
and  has  facilitated  commercial  bank  privatization.    USAID  has  also  helped  Czech  cities  and 
towns  to  finance  municipal  infrastructure  on  market-based  principles,  by  obtaining  loans  from 
Czech  banks  on  commercial  terms  under  an  approved  Housing  Guarantee  program.    In 
Poland,  the  first  market-based  mortgages  have  been  made  available  to  private  citizens 
through  another  Housing  Guaranty  program  that  immediately  affects  1 ,500  households. 
USAID  is  also  playing  a  key  role  in  the  regulatory  development  and  expansion  of  Eastern 
European  capital  markets,  especially  helping  with  emerging  exchanges  that  allow  citizens  to 
trade  their  vouchers  and  engage  in  share  issuance  programs  that  can  finance  new  businesses 
when  bank  loans  are  unavailable  or  too  expensive. 

Just  as  job  creation  in  the  United  States  is  most  often  generated  by  small  businesses,  we 
are  targeting  support  to  emerging  Eastern  European  entrepreneurs.    Almost  $200  million  has 
been  leveraged  from  other  investors  by  Enterprise  Fund  investments  of  $290  million  in  over 
."^,000  new  private  enterprises  in  Central  and  Eastern  Europe.    An  estimated  20,000  new  jobs 
have  been  created.    Special  initiatives  by  the  Polish,  Hungarian,  and  Bulgarian  Funds  are 
addressing  the  needs  of  the  smallest  enterprises,  offering  loans  as  low  as  31,000.    In  Poland, 
2,400  loans  have  been  already  been  awarded  under  this  initiative  from  12  loan  application 
centers  throughout  the  country.    The  Czech  and  Slovak  Funds  have  invested  S14  million  in 
small  and  medium  enterprises,  established  small  loan  programs  in  both  republics,  and 
engaged  the  Eu-ropean  Community's  foreign  assistance  program  officials  in  discussions  that 
may  lead  to  a  joint  investir.ent  program  for  the  Czech  Republic.    Because  there  were  no 
alternative  funding  sources,  the  Slovak  Fund  financed  six  of  the  30  largest  American 
investments  in  Slovakia  to  date. 

Other  parts  of  our  assistance  portfolio  also  contribute  to  small  business  development. 
Nine  organizations  provide  volunteers  who  directly  assist  entrepreneurs,  sometimes  with 
striking  results.    In  one  example,  a  resident  MBA  Enterprise  Corps  volunteer  in  Hungary 
helped  one  firm  increase  its  revenues  by  600%  and  increase  profits  twenty-fold.    In  another 
case,  a  long-term  resident  volunteer  in  Poland,  also  from  the  MBA  Enterprise  Corps,  helped 
a  joint  venture  company  expand  its  franchising  network  throughout  Eastern  Europe,  drawing 
upon  recently  pr.  ..tized  companies. 

Mr.  Chairman,  let  me  reassure  you  and  your  colleagues  that  we  are  helping  to  establish 
a  business  environment  overseas  that  will  lay  the  conditions  for  expansion  of  American  trade 
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and  investment,  thus  creating  American  jobs,  and  ensuring  stable  democracies  and  economic 
linkages  to  the  European  Community  and  the  United  States. 

USAID  energy  advisors  trained  over  20  local  private  companies  in  Hungary,  Bulgaria, 
and  Romania  in  energy  efficiency  business  development,  while  demonstrating  U.S.  energy 
efficiency  equipment  at  over  40  plants  in  the  region.    This  generated  immediate  benefits  by 
saving  $16  million  in  annual  energy  costs  for  a  one-time  investment  of  $1.2  million.    As 
Vice  President  Gore  has  frequently  pointed  out,  pollution  is  usually  a  sign  of  inefficiency  and 
waste.    By  reducing  their  energy  consumption,  these  countries  help  preserve  the  earth's 
resources,  and  contribute  to  environmental  conservation  and  restoration. 

USAID  advisors  also  designed  a  petroleum  sector  rehabilitation  project  for  Romania  that 
leveraged  $380  million  in  World  Bank  financing,  and  led  to  oil  and  gas  price  reforms.    Other 
USAID  advisors  helped  support  efforts  of  the  G-7  Nuclear  Safety  Account  in  Bulgaria  and 
Lithuania  that  led  to  agreements  to  close  certain  of  the  high-risk  nuclear  reactors  in  these 
countries  over  the  next  four  years. 

In  the  area  of  environment,  policy  changes  generated  as  a  direct  result  of  American 
advice  include  passage  of  an  environmental  impact  assessment  law  in  the  Czech  and  Slovak 
Republics,  adoption  of  an  auto  fuel  tax  to  reduce  carbon  monoxide  emissions  in  Budapest, 
limitations  on  traffic  flow  and  power  and  industrial  plant  production  in  Prague  during  air 
pollution  alerts,  and  influencing  revisions  to  general  environmental  laws  throughout  the 
region.    American  promotion  of  waste  minimization  saved  $17  miUion  in  unnecessary  capital 
investments  at  one  plant  and  generated  over  $5  million  in  annual  cost  savings  in  other 
participating  plants.    Adoption  of  least  cost  approaches  to  municipal  waste-water  treatment 
plants,  in  the  first  year  of  the  program,  saved  Polish  cities  over  $2  million.    USAID-funded 
economic  analysis  persuaded  the  Hungarian  Parliament  to  increase  its  environmental  budget 
and  ;o  earmark  substantial  funds  from  vehicle  taxes  for  environmental  uses. 

Human  health  benefits  that  are  resulting  from  American  environmental  assistance  include 
reduction  of  volatile  organic  compounds,  especially  cancer-causing  gases  such  as  benzene,  by 
25%-  75%  at  one  plant;  eliminating  workers'  exposure  to  lead  at  another  plant;  and  closing 
of  coke  oven  plants  at  another  location  that  were  contributing  to  respiratory  diseases  for  the 
surrounding  population. 

Agricultural  production  has  been  revitalized  with  USAID  assistance  in  Albania;  as  a 
result,  the  country  is  showing  the  second  highest  rate  of  GDP  growth  in  GEE.    USAlD's 
assistance  helped  private  agricultural  input  dealers  get  their  businesses  started  and  replace  the 
former  state  monopoly.    This,  in  turn,  helped  alleviate  supply  bottlenecks  and  contributed  lo 
ihe  recovery  of  agricultural  production.    Continued  production  increases  appear  sustainable, 
as  these  pr    -te  dealers  are  now  importing  ♦'--.ilizer  on  full  commen  '"'  terms,  and  one  deal 
has  just  been  closed  with  an  American  supplier.  - 

Treasury  advisors  financed  under  the  SEED  program  have  contributed  much  to  the 


178 


success  of  Albania's  structural  economic  reform,  development  of  its  national  budget,  and 
design  of  its  tax  system.    USAID  advisors  helped  draft  a  new  housing  law  which  helped 
pnvatize  over  95  percent  of  all  of  Albania's  urban  housing  in  just  one  year. 

In  suppon  of  democratic  institutions,  we  have  empowered  the  newly  elected  mayors  in 
the  Czech  Republic,  Slovakia,  and  Poland  by  helping  them  to  create  self-sustaining 
professional  organizations.   These  groups  represent  local  governments'  common  interests  in 
the  course  of  the  decentralization  process.   As  a  result  of  USAID's  evaluation  findings,  we 
are  shifting  our  assistance  away  from  print  media  and  to  help  broadcast  media  privatize  and 
become  financially  sustainable.    For  example,  with  our  financing,  the  American  CEO  of  an 
Alaskan  public  radio  station  has  helped  Radio  Tirana  in  Albania  generate  income  by 
marketing  its  services  to  world  networks  like  VOA  and  BBC. 

Our  rule  of  law  programs  are  also  havmg  an  impact.    The  Croatian  Judges'  Association 
has  become  increasingly  active  in  implementing  judicial  restructuring  legislation,  recently 
enacted  with  American  assistance.    Additional  human  rights  protections  have  been  adde<i  into 
the  draft  criminal  code  now  under  consideration  in  Hungary.    These  protections  would 
strengthen  the  roles  of  the  defense  counsel  and  the  judge  as  an  independent  check  on  risk  of 
arbitrary  prosecution.   Illegally  obtained  evidence  would  also  be  excluded  from  trials. 

To  help  Eastern  European  governments  face  pressing  social  issues,  USAID  has  financed 
the  design  of  new  policies  and  pilot  demonstrations  in  housing,  humanitarian  assistance,  and 
health.    We  provided  policy  assistance  to  Hungary  that  has  resulted  in  the  implementation  of 
the  first  realistically  targeted  low  income  housing  and  utility  allowance  program,  and  we  are 
working  with  many  other  countries  on  the  design  of  similar  programs. 

American  private  voluntary  organizations  and  other  donors  helped  reduce  the  number  of 
institutionalized  children  in  Romania  from  150.000  in  1989  to  90,000  in  1993.   This 
assistance  has  contributed  to  a  reverse  in  the  alarming  trend  of  child  abandonment,  and  new 
foster  parenting  programs.    Further,  an  average  of  12  fewer  child  deaths  in  institutions  are 
being  reported  each  month.   We  created  model  day  care  centers,  increased  community 
involvement  in  the  care  of  children  who  remained  institutionalized,  and  improved  the  motor 
and  tactile  functions  of  over  half  of  those  children.    American  voluntary  organizations 
succeeded  in  persuading  parents  to  keep  their  AIDS-infected  children  at  home  in  half  the 
cases  (850)  that  they  assisted,  improved  conditions  for  the  cases  that  remained 
institutionalizetl,  and  reduced  death  rates  from  malnutrition  and  inadequate  sanitation  for  both 
groups. 

Under  a  USAID-funded  health  care  partnership  in  Slovakia,  the  Doston  Children's 
Hospital  provided  training  that  reduced  by  90  percent  the  number  of  children  that  had  to  be 
se  ••  abroad  for  heart  treatment.     ^l;j  in  Slovakia,  Project  "ope  increased  by  50  percent  »'■'? 
number  of  children  having  access  to  pediatric  cardiology  services,  shortened  the  waiting  time 
prior  to  siirge.-y,  and  reduced  hospital  mortality  rates  from  12  percent  lO  five  percent.    In  the 
Czech  Republic,  we  funded  another  U.S.  PVO  that  demonstrated  that  the  handicapped  and 
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disabled  can  be  cared  for  in  community  living  arrangements  with  trained  personnel,  saving 
two-thirds  of  the  cost  to  the  public  of  continuous  hospitalization. 


New  Trends  and  Challenges 

How  far  along  are  the  Central  and  Eastern  Europe  countries  in  the  transition  process? 
What  are  the  critical  challenges  that  lie  ahead? 

The  next  few  years  are  critical  to  the  transition  process.    Democratic  institutions  have 
been  established,  but  they  are  still  fragile.    Free  and  fair  elections  have  been  held,  but  power 
is  fragmented  among  so  many  parties  m  some  countries  that  governing  coalitions  are 
unstable.   CEE  countries  continue  to  struggle  with  fundamental  issues  --  the  proper  role  of 
government  vis-a-vis  the  private  sector,  freedom  of  the  judiciary  and  the  broadcast  media, 
and  minority  rights.    Participatory  structures  for  local  government  are  still  rudimentary. 
Decentralization  of  responsibilities,  especially  for  social  services  and  privatization,  has  vastly 
outstripped  local  government  capacities. 

After  several  years  of  alarmingly  negative  GDP  growth  rates  in  Eastern  Europe,  we  see 
some  signs  of  regeneration.    In  Poland,  for  instance,  real  GDP  growth  in  1993  was  estimated 
at  four  percent.    Similarly,  the  Czech  Republic  is  showing  positive  growth  at  one  percent, 
and  Albania  ended  the  year  with  a  surprising  3  percent.    However,  Hungary  still  shows  zero 
growth,  and  the  economies  of  the  three  Baltic  states,  Romania,  Slovakia,  Bulgaria,  and  the 
rest  of  the  Balkans  are  contracting. 

Only  cautious  optimism  is  in  order.    In  countries  where  growth  has  just  turned  positive, 
these  economies  still  have  not  completed  their  transformation.    In  countries  showing  real 
growth,  the  economic  underpinnings  still  are  not  solid.    High  unemployment,  a  phenomenon 
that  did  not  exist  before  1989,  is  now  in  ail  Eastern  European  countries. 

Many  of  the  jobless  are  victims  of  the  downsized  public  industries,  mines,  and 
government  bureaucracies  that  supported  them.    These  "new  poor"  citizens  have  yet  to 
experience  the  promised  benefits  of  market  systems.    They  find  themselves  cut  off  from 
social  services  previously  available  free  from  factory  or  government  jobs,  and  they  still 
experience  shock  at  the  market  prices  of  basic  needs  -  food,  clothes,  housing,  and  energy. 
The  creation  of  permanent  new  jobs  is  just  not  happening  fast  enough.    Many  traditionally 
poorer  groups  have  also  been  plunged  deeper  into  poverty  by  reductions  in  government 
services  caused  by  budget  constriction.    Both  groups  are  experiencing  real  disappointments, 
after  high  expectations. 

Foot-dragging  on  reform  i^  iioi  the  answer.    It  is  i  '.ar  that  the  governments  cannc; 
sustain  the  level  of  subsidies  and  free  services  whith  characterized  CEE's  socialist 
economies.    Moreover,  much  of  the  economic  pain  confronting  people  is  due  to  inadequate 
progress  on  reform.     Though  debate  continues  to  rage  about  approaches  --  more  reform,  or 
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less  of  it  -  and  though  economic  hardship  is  an  inevitable  part  of  this  kind  of  comprehensive 
transformation  process,  I  believe  it  is  essential  for  these  countries  to  sustain  the  momentuin 
of  their  reforms,  and  that  we  continue  to  support  this  process. 


Budget  Priorities  and  the  FY  1995  Request 

Lei  me  link  these  realities  on  the  ground  with  our  FY  1995  budget  request. 

First,  we  must  place  greater  emphasis  on  helping  the  countries  of  the  region  restructure 
their  social  services  systems  to  the  needs  of  a  market  economy.   To  some  degree,  the 
program  is  already  evolving.   In  the  health  field,  we  began  with  health  partnerships  that 
focussed  primarily  on  medical  technology  and  service  management-related  technical 
assistance.    We  then  added  a  program  that  concentrates  on  the  issues  of  financing  health  care 
in  a  market  economy.    In  the  labor  field,  we  have  seen  a  shift  from  activities  such  as  job 
placement  centers  toward  a  focus  on  issues  such  as  pension  reform  and  the  development  of 
unemployment  systems. 


We  must,  however,  engage  more  fully  in  supporting  the  CEE  countries  through  this 
critical  phase  of  social  sector  reform.    One  challenge  is  to  help  government  understand  what 
It  can  no  longer  afford,  and  to  find  ways  for  the  private  sector  to  deliver  some  of  these 
services.    The  second  task  is  to  help  government  find  the  means  to  finance  that  which  is  its 
legitimate  role.    While  it  may  seem  cold  to  revert  to  discussions  of  fiscal  reform  when 
people's  lives  and  well-being  are  at  stake,  we  cannot  escap>e  the  harsh  reality  of  money. 
Foreigners  will  not  finance  social  sector  restructuring,  or  basic  services  such  as  health  and 
education.    We  must  help  the  CEE  countries  target  their  funds  for  these  services  most 
effectively.    We  will  seek  to  leverage  multilateral  financing  for  social  sector  programs 
through  our  policy  advice.    We  cannot  be  present  in  all  sectors,  everywhere.    But  where  we 
do  engage,  we  will  ensure  that  our  resources  are  strategically  focussed  to  make  a  meaningful 
difference  in  people's  lives. 

Our  strategy  has  both  national  and  local  dimensions.    At  a  national  level,  we  will  work 
with  reform-oriented  governments  to  develop  and  implement  policies  that  help  rationalize  the 
state's  role.    Depending  on  the  needs  of  the  country,  policy  advice  will  focus  on  specific 
sectors  such  as  housing  or  health  care  that  offer  prospects  for  immediate  implementation  of 
reforms.    At  a  local  level,  we  will  offer  officials  and  non-governmental  organizations 
technical  support  to  test  and  implement  evolving  national  policies. 

The  democracy-building  portion  of  the  program  is  also  undergoing  significant 
modification  and  erpz... iion.    Election  assista  ~'.  is  no  longer  needed;  we  no".  f^ycus  on 
building  stronger  parties  and  institutions  and  providing  training  in  coalition-building.   This  is 
in  response  to  the  evident  fractionalization  and  weakness  of  political  parties  through  most  of 
the  region.    In  the  area  of  educational  reform,  we  are  working  with  USIA  to  develop  a  more 
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strategic  approach  to  strengthen  key  training  institutions  that  support  democracy  and  markets. 
In  the  field  of  public  administration,  our  principal  aim  is  to  build  a  democratically-oriented 
public  administration  at  the  central  and  local  levels. 

Complementing  this  effort  in  the  public  sector  will  be  an  initiative  to  strengthen  civic 
society  through  the  development  and  strengthening  of  non-governmental  organizations.    The 
Democracy  Network  project,  announced  by  President  Clinton  in  Prague  in  January,  will 
develop  advocacy  groups  such  as  those  that  promote  human  rights  or  environmental 
protection.   Through  selected  U.S.  non-governmental  organizations,  we  will  be  providing 
technical  and  financial  support  to  nascent  non-governmental  organizations  in  the  region.    We 
are  launching  this  initiative  in  FY94. 

The  portion  of  the  program  aimed  at  supporting  the  development  of  market  economies  is 
also  evolving.   As  the  Enterprise  Funds  for  the  Northern  Tier  countries  become  fully  funded 
in  FY94,  new  Enterprise  Fund  Resources  in  FY95  will  be  dedicated  to  the  Southern  Tier  and 
the  Baltic  countries.    Assistance  for  privatization  is  shifting  from  countries  that  are  more 
advanced  in  the  process,  such  as  the  Czech  Republic,  to  other  countries  that  are  more  in  need 
of  such  assistance.    Finally,  increased  emphasis  will  be  given  in  FY95  to  small  enterprise 
development.   This  will  be  the  source  of  much  of  the  growth  in  these  economies. 


In  sum.  new  areas  of  emphasis  have  been  identified.    We  are  adapting  our  program  and 
putting  new  activities  in  place.    Concurrently  we  are  shifting  resources  towards  the  needier 
countries,  and  away  from  those  that  are  further  along  in  the  transition.    Our  intention  is  not 
10  jeopardize  progress  to  date  by  prematurely  reducing  assistance  to  successful  countries  or 
activities.    Achieving  the  balance  between  new  needs  and  the  ongoing  elements  of  the 
program,  within  a  somewhat  reduced  budget,  will  be  a  major  challenge.    It  will  not  only 
require  rigorous  discipline  to  phase  out  less  effective  activities,  but  it  will  require  judicious 
determination  of  when  we  have  done  enough  bilaterally  to  catalyze  change  in  a  certain  area, 
and  can  leave  the  rest  to  others. 

My  initial  observations  of  our  assistance  to  CEE  countries,  Mr.  Chairman,  lead  me  to 
the  conclusion  that  our  transfer  of  American  technical  know-how  is  having  a  positive  impact. 
Difficulties,  however,  abound  as  each  country  makes  its  own  future.    Our  role  is  catalytic  - 
to  help  establish  political  democratic  pluralism,  market  economies,  social  sector 
restructuring,  energy  efficiency,  and  environmental  conservation  in  an  integrated  fashion.    In 
partnership  during  this  transformation,  we  can  ensure  that  our  friends  in  Eurojje  will  have  a 
better-than-cven  chance  to  enter  the  21st  century  free  and  flourishing. 

This  concludes  my  remarks,  and  I  look  forward  to  your  questions. 
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Mr.  Chairman,  members  of  this  subcommittee,  it  is  a  pleasure  to  be  here 
today  to  share  my  views  with  you  on  our  European  direct  military  assistance 
program  to  Eastern  Europe,  as  well  as  Turkey,  Greece  and  Cyprus. 

I  wish  that  I  could  come  before  you  today  and  say  that  with  the  demise  of 
the  Cold  War  and  the  former  Soviet  Union,  we  live  in  a  much  safer  world. 
Unfortunately,  that  is  not  the  case.  Unrest  and  destabilization  in  the  Balkans,  the 
former  Soviet  Union  and  the  Middle  East  all  combine  to  heighten  historical 
animosities,  exacerbate  ethnic  tensions  and  create  a  great  amount  of  uncertainty 
for  both  our  long  time  NATO  Allies  and  the  new  democratic  nations  emerging 
from  the  ashes  of  communism.  We  have  developed  new  tools  to  strengthen  allies 
and  friends  alike  and  to  deter  potential  aggressors  who  might  be  prone  to 
undermine  these  fledgling  democracies. 

As  we  have  indicated  in  previous  sessions  such  as  this,  U.S.  access  to 
facilities  in  the,  Southern  Region  are  important  to  deter  or  respond  to  possible 
threats  to  our  interests  in  Africa,  the  Balkans  and  the  Middle  East.  Access  to  air 
and  naval  facilities  across  the  Southern  Region,  from  Portugal  in  the  West  to 
Turkey  in  the  East,  have  been  critical  to  our  support  of  UN,  NATO  and  bilateral 
objectives  in  the  Balkans. 

One  might  be  tempted  to  argue  that  with  the  demise  of  the  former  Soviet 
Union,  now  is  the  chance  to  cut  back  on  security  assistance  to  some  of  our  allies 
and  not  promulgate  new  assistance  to  the  Eastern  European  countries.  I  would 
argue  that  these  programs  effectively  aided  in  bringing  about  the  demise  of 
communism  and  are  low  cost  protection  to  insure  that  key  allies  remain  strong  and 
that  democratic  processes  stay  on  track  in  the  new  countries  of  Eastern  Europe. 
We  are  dedicated  to  promoting  constitutional  democracy  and  civilian  rule  over  the 
military  in  the  Eastern  European  countries.  We  can  not  do  this  by  ourselves  and 


183 


two  democracies  that  we  have  aided  in  the  past  -  Greece  and  Turkey  -  are  in  a 
position  to  lead  by  example  and  aid  in  the  democratization  process. 

Direct  military  assistance  helps  guard  against  instability  in  Southern  and 
Eastern  Europe  by  strengthening  allies  and  newly  developing  democracies,  and 
could  assist  us  to  deploy  forces  swiftly  and  decisively  in  the  event  a  crisis  should 
arise  that  jeopardizes  our  mutual  security. 

A  discussion  of  U.S.  Defense  relations  with  the  states  of  Central  and 
Eastern  Europe  and  the  Baltics  is  not  an  easy  task.  However,  simply  stated,  U.S. 
Defense  relations  employ  a  dual-track  approach,  multilateral  and  bilateral,  with  the 
former  conducted  primarily  through  NATO.  When  and  where  appropriate,  the 
multilateral  track  takes  precedence. 

Multilateral  Defense  and  Military  Relations 

We  believe  multilateral  programs  should  promote  active  participation  of 
CEE  states  in  key  regional  and  international  activities  and  security  organizations. 
Among  the  current  multilateral  programs  that  we  actively  support  are: 

—  UN:  Encourage  active  involvement  in  UN  decision-making  and 
implementation  of  UN  mandates,  sanctions  and  peacekeeping  operations; 

~  Conference  of  Security  and  Cooperation  in  Europe  (CSCE):  Full 
utilization  of  the  CSCE  fora  for  vetting  of  security  concerns,  discussion  of 
European  security  matters  and  peaceful  resolution  of  disputes; 

-  NATO:  Encourage  every  country  to  achieve  the  level  of  political  and 
military  participation  in  Partnership  for  Peace  (PFP),  the  North  Atantic 
Copperation  Council  (NACC)  and  other  NATO  programs  it  deems  appropriate. 

•  Especially  important  in  our  view  is  President  Clinton's  Partnership  for  Peace 
initiative,  which  was  unanimously  approved  by  the  allies  at  the  January  1994 
NATO  Summit. 

•  The  PFP  is  open  to  all  former  Warsaw  Pact  states  and  other  non-NATO  nations 
in  Europe.  Those  who  join  will  participate  with  NATO  in  defense  planning, 
training,  and  exercises  for  non-traditional  missions  such  as  peacekeeping, 
search  and  rescue  and  humanitarian  assistance.  The  aim  over  the  longer  term  is 
the  development  of  forces  that  are  better  able  to  operate  with  NATO  forces. 

•  The  PFP  has  three  principal  purposes.  These  are: 
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•  to  take  another  step  on  the  road  to  a  safer  Europe  by  extending  security  and 
stability  to  the  new  Eastern  democracies; 

•  to  further  develop  NATO's  capability  to  respond  to  new  contingencies 
beyond  the  core  mission  of  collective  defense;  and 

•  to  provide  a  path  to  possible  future  NATO  membership  to  those  nations 
seeking  it  and  able  to  contribute  to  the  Alliance's  overall  security. 

•  As  President  Clinton  underscored  in  Brussels,  Americans  want  the  newly 
independent  states  of  Europe  and  the  former  Soviet  Union  to  succeed  —  not  just 
for  their  sake,  but  for  the  sake  of  America's  security  as  well. 

•  Moreover,  the  Partnership  is  not  an  assistance  program  ~  it  is  a  security 
partnership.  Most  costs  --  which  should  be  modest  at  the  outset  -  will  be  paid 
directly  from  the  national  budgets  of  allies  and  partners. 

•  Overall,  the  PEP  allows  the  Alliance  to  intensify  its  cooperation  with  the  East 
while  not  imposing  a  new  division  of  Europe.  Partners  will  have  the 
opportunity  to  pick  up  NATO's  standard  operating  procedures  and  routines  of 
consultation  at  a  pace  geared  to  their  interests,  needs,  and  capabilities. 
Ultimately,  the  Partnership  will  help  prepare  nations  for  possible  membership 
in  NATO  if  they  take  full  advantage  of  PEP  opportunities  and  adhere  to  a  path 
toward  democratic  and  economic  reform. 

Bilateral  Defense  and  Military  Relations 

U.S.  Policy:  Bilateral  defense  relationships  with  the  Central  and  East 
European  (CEE)  countries  are  aimed  at  supporting  the  overall  USG  policy  of 
fostering  the  development  of  democracy,  the  rule  of  law,  human  rights,  free  market 
economies  and  regional  stability  for  all  the  states  of  the  region. 

I  would  like  to  begin  with  a  general  overview  of  our  bilateral  defense  and 
military  relationship  with  the  former  Eastern  European  countries.  Within  the 
Defense  Department  we  place  the  three  Baltics  (Latvia,  Lithuania  and  Estonia), 
Poland.  Hungary,  the  Czech  Republic,  Slovakia,  Romania,  Bulgaria,  Albania  and 
Slovenia  into  a  single  category  that  we  refer  to  as  the  CEE  -  Central  and  East 
European  -  countries. 

As  part  of  overall  U.S.  policy,  common  DoD  objectives  in  the  eleven  CEE 
countries  include:  Creation  of  reformed  defense  and  military  structures 
responsible  to  democratic  institutions  and  adequate  to  legitimate  defense  needs; 
establishment  of  civilian  oversight  and  control  of  the  military;  transition  from 
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offensive  to  defensive-oriented  military  doctrine  and  organization;  restraint  in 
military  hardware  modernization,  to  forestall  a  regional  arms  race;  and  conversion 
of  defense-related  industries  to  civilian  uses. 

Two  key  factors  determine  the  extent  of  U.S.  defense  cooperation  with  the 
CEE  states:  (1 )  the  partner  Government's  commitment  to  the  above  goals  and 
objectives,  and  (2)  the  relative  sophistication  and  capacity  of  its  defense/military 
establishment  to  effectively  utilize  the  resources  available  from  DoD. 

Consequently,  there  is  ik  facto  "differentiation,"  and  our  most  extensive 
defense  relations  in  CEE  have  thus  far  been  with  the  countries  of  the  so-called 
Northern  Tier  (Poland,  Hungary,  and  the  Czech  and  Slovak  Republics).  Even 
there,  however,  bilateral  programs  are  only  in  their  fourth  year.  Much  room 
remains  for  further  development  and  expansion  throughout  the  entire  CEE  region, 
from  the  Balkans  to  the  Baltics,  provided  the  policy  decisions  and  necessary 
resources  are  put  in  place. 

Defense  relations  run  the  gamut  of  activities;  from  visits  and  discussions  by 
senior  officials  to  security  assistance  to  cooperation  in  research  and  development: 

Defense  Contacts:  Often  the  most  visible  and  important.  Defense  Contacts 
include  high-level  exchanges  and  discussions  between  senior  DoD  and  Defense 
Ministry  officials.  Most  CEE  Defense  Ministers  have  held  discussions  (albeit 
informal)  with  the  Secretary  of  Defense;  other  senior  officials,  such  as  Deputy 
Secretary  of  Defense,  Under  Secretary  or  Assistant  Secretaries  have  held  official . 
discussions  with  their  counterparts;  we  are  also  in  the  process  of  negotiating  non- 
binding  bilateral  Memorandums  of  Understanding  (MOUs)  between  DoD  and  the 
various  Defense  Ministries  -  these  documents  will  help  guide  the  development  of 
our  relations;  finally,  we  have  established  Bilateral  Working  Groups  (BWGs)  with 
these  states,  which  meet  periodically  at  the  Assistant  and  Deputy  Assistant 
Secretary-level  to  review  all  aspects  of  our  defense  and  military  relationship  and 
discuss  key  bilateral  issues  or  concerns. 

Another  activity  is  provision  of  limited  amounts  of  Direct  Military 
Assistance.  Let  me  caution  here:  While  U.S.  policy  is  to  discourage  active  arms 
build-ups  and  encourage  defense  conversion,  we  do  recognize  the  need  of  these 
Slates  to  address  their  legitimate  defense  needs.  Hence,  U.S.  Policy  is  to  assist 
these  states  -  where  appropriate  -  with  provision  of  limited  amounts  of  security 
assistance;  particularly  International  Military  Education  and  Training,  non-lethal 
excess  defense  goods,  and  limited  amounts  of  less  sophisticated,  less  lethal 
defense  goods  and  ser\ices. 


186 


Most  of  the  CEE  States  have  been  or  are  close  to  being  approved  for  purchase  of 
commercial  defense  and  military  goods  and  services.  Removal  from  the 
International  Traffic  in  Arms  Regulations  (ITAR)  restricted  list  is  one  of  many 
steps  we  are  taking  to  tear  down  remaining  Cold  War  barriers.  Additionally,  as 
CEE  states  develop  appropriate  arms  export  control  regimes,  the  U.S.  is  pursuing 
Presidential  Determinations  of  eligibility  for  U.S.  government  security  assistance 
programs,  including  Foreign  Military  Sales  and  Excess  Defense  Articles. 
However.  I  must  again  caution  that  U.S.  financing  of  such  assistance  is  extremely 
limited.  By  far  our  most  important  program  is  Direct  Military  Training.  This 
program  and  expanded  Direct  Military  Training  remains  our  most  important  tool  in 
assisting  these  states  in  their  military  transition  and  reform.  Despite  major 
Congressional  cuts  in  U.S.  foreign  assistance  last  year,  we  continue  to  fully  fund 
Direct  Military  Training  for  CEE  countries  out  of  recognition  of  its  importance. 

In  addition  to  security  assistance,  other  DoD-Component  Organizations 
conduct  their  own  activities  with  CEE  states,  including: 

—  Acquisition-related  activities;  such  as  Research  and  Development 
cooperation.  Master  Data  exchange  agreements  and  Scientist  and  Engineer 
exchanges; 

—  Negotiation  of  Defense  Mapping  Agreements  for  exchange  of  topographical 
and  cartographic  information; 

—  Negotiation  of  bilateral  agreements  on  handling  and  protection  of  sensitive, 
classified  and  proprietary  information; 

—  Counterpart  agreements  between  military  intelligence  organizations;  and 

—  Information  and  expert  exchanges  in  fields  like  Emergency  Planning  and 
Planning  Programming  and  Budgeting  System. 

Finally,  there  are  Other  DoD-Related  Activities,  including  National 
Defense  University  agreements  and  exchanges  and  sponsorship  of  and 
participation  in  seminars,  conferences  and  symposia. 

The  Military-to-Military  Contacts  Comparable  Activities  Program  (MMCP) 
is  a  post-Cold  War  initiative  designed  to  assist  the  military  forces  and  defense 
personnel  of  other  countries  in  understanding  the  role  of  military  forces  in  a 
constitutional  democracy.  Its  focus  is  the  exchange  of  ideas  and  expertise,  the 
encouragement  of  partnerships  and  professional  interaction  with  military  forces 
and  defense  establishments  in  the  host  country  via  direct  contact.  The  goal  is  to 
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present  the  US  military  as  a  role  model  for  an  apolitical  military  that  is  subordinate 
to  the  civilian  government  and  supportive  of  a  constitution  rather  than  a  political 
party.  It  should  also  encourage  and  assist  development  of  democratic  ideals  and 
values  in  military  organizations  and  defense  establishments. 

There  are  direct,  military-to-military  activities  between  the  U.S.  services, 
Joint  Staff  and  European  Command  (EUCOM)  and  the  armed  forces  and  General 
Staffs  of  the  individual  CEE  states.  Representative  examples  are  as  follows:  High- 
Level  Military  Exchanges.  These  exchanges  between  senior-  and  mil-level 
military  officials  of  the  General  Staffs  and  Services  serve  as  a  forum  for  discussing 
key  issues  and  determining  areas  for  future  cooperation  within  the  policy 
framework  established  by  the  MoD  and  government.  Supplementing  this  are 
exchange  of  military  experts  in  various  specialties,  including  Guard  and  Reserve 
activities  and  the  sending  of  officials  to  counterpart  military  schools  and  training 
courses.  For  the  states  of  Central  and  Eastern  Europe,  the  primary  introductory 
military-to-military  program  has  been  EUCOM's  Joint  Contact  Team  Program. 
This  programs  helps  introduce  CEE  militaries  to  Western  ideas  and  concepts 
through  the  visits  of  U.S.  experts  and  select  familiarization  tours  of  CEE  experts  to 
Western  facilities  and  organizations.  This  program  is  being  followed  closely  by 
the  initiation  of  mil-level  acti\ities;  to  include  port  visits,  small  unit  exchanges, 
sister  unit  arrangements  and  the  like.  Such  activity  is  leading  to  the  initiation  of 
full-fledged  militar}'  activities,  to  ultimately  include;  joint  military  exercises, 
military-to-military  training  and  possible  joint  deployments. 

These  bilateral  programs  are  aimed  at  developing  fully  functioning  and 
robust  defense  and  security  relationships  with  every  CEE  nation;  similar  in  form  . 
and  function  to  those  found  in  Western  Europe.  Once  in  place,  this  relationship 
will  include:  placement  of  an  accredited  Defense  Attache  in  each  capital,  with 
sufficient  capability  to  address  all  defense,  militar\'  and  security  assistance  issues; 
expansion  and  full  utilization  of  an  direct  military'  training  program  aimed  at 
developing  a  core  of  non-political.  Western  trained  officers;  and  use  of  expanded- 
Direct  Military  Training  to  broaden  training  in  defense  issues  to  civilian  Ministry 
of  Defense  (MOD)  and  non-MOD  personnel;  removal  of  remaining  Cold  War 
restrictions  on  govemment-to-govemment  security  assistance  programs  and  full 
eligibility  for  commercial  purchase  of  defense  goods  and  services;  the  successful 
transition  of  current  Military  Liaison  Teams  to  regular  military-to-military 
contacts,  utilizing  EUCOM's  country/regional  experts  and  our  Defense  Attach^ 
Offices  to  develop  mil-mil  activities;  regular  military  unit  exchanges  and  visits, 
establishment  of  sister  unit  exchanges,  and  scheduling  of  regular  bilateral  and 
multilateral  exercises;  establishment  of  appropriate  export  control  regimes  and 
encouragement  of  full  CEE  participation  in  international  regulatory  regimes; 
promotion  of  civilian  control  of  the  military,  transparency  of  defense  budgets  and 
plans  and  responsiveness  to  Parliamentary  and  public  oversight;  further 
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development  of  broad  working-level  contacts,  to  include:  R&D  and  acquisition- 
related  cooperation,  scientist  and  engineering  exchanges,  intelligence  cooperation, 
educational  exchanges  and  programs,  defense  mapping  agreements,  and  reciprocal 
agreements  in  handling  and  protection  of  technical  and  sensitive  information. 

We  are  hopeful  that  our  work  at  DoD  will  result  in  constitutional 
democracy  and  civilian  control  of  the  military  becoming  truly  institutionalized  in 
the  countries  of  Eastern  Europe. 

I  would  now  like  to  turn  attention  to  the  Southern  Region,  and  in  particular 
the  countries  of  Cyprus,  Greece  and  Turkey. 

Cyprus 

As  you  know,  the  United  States  does  not  accept  the  status  quo  on  Cyprus. 
Accordingly,  we  firmly  support  the  UN  Secretary  General's  good  offices  mission 
to  facilitate  a  settlement  of  the  Cyprus  dispute,  and  actively  encourage  all  parties 
involved  to  do  the  same.  We  are  hopeful  that  proposed  Confidence  Building 
Measures  (CBMs)  will  prove  fruitful  and  generate  a  spirit  of  trust  and  confidence 
that  can  be  built  upon  in  an  effort  to  bring  peace  and  stability  to  this  long  troubled 
island.  We  believe  that  the  CBMs  offer  real  economic  and  practical  benefits  to 
both  Cypriot  communities,  and  that  they  should  be  accepted  by  both  sides.  A 
peaceful  solution  to  the  Cyprus  problem  could  go  a  long  way  toward  easing 
tensions  between  our  two  NATO  allies  -  Greece  and  Turkey. 

U.S.  economic  assistance  is  designed  to  encourage  joint  economic  and 
social  development  between  the  two  communities  through  bicommunal  activities. 

Greece  occupies  a  vital  strategic  location  for  command  of  eastern 
Mediterranean  sea  lanes,  and  transit  of  aircraft  from  central  Europe  to  the  Middle 
East.  During  the  Gulf  War,  Greece  facilitated  the  movement  of  large  quantities  of 
U.S.  troops  and  materiel  from  Germany  to  Saudi  Arabia.  With  the  end  of  the  Cold 
War  and  the  reduction  of  forces  in  Europe's  Central  Region,  our  security 
assistance  programs  for  Greece  help  the  U.S.  and  NATO  respond  to  potential 
threats  to  security  in  the  more  volatile  areas  of  Southeastern  Europe  and  the 
Middle  East. 

We  find  it  fascinating  that  many  international  eyes  are  focused  on  Greece  at 
the  moment,  not  only  because  of  its  European  Union  (EU)  Presidency,  but  perhaps 
more  importantly  because  it  is  a  model  of  stability  and  democratic  reform  that  the 
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tumultuous  Balkan  neighboring  countries  can  emulate.  Truly,  Greece  can  play  a 
positive  role  in  supporting  the  political  and  economic  revolution  that  is  sweeping 
the  Balkan  region. 

When  we  concluded  the  1990  Mutual  Defense  Cooperation  Agreement,  we 
were  ensured  U.S.  access  to  essential  facilities  on  Greek  territory.  In  return,  we 
committed  ourselves  to  assisting  Greece  with  its  defense  modernization  program. 
The  United  States  provides  military  financing  credits  at  commercial  rates  of 
interest  to  Greece  to  support  the  modernization  of  all  three  armed  services.  These 
credits  support  the  acquisition  of  U.S. -origin  helicopter  and  fixed-wing  aircraft; 
refurbishment  of  recently  acquired  excess  U.S.  aircraft  and  ships;  refurbishment  of 
newer  model  tanks  received  through  the  Conventional  Forces  Europe  (CFE) 
cascade;  upgrading  of  older  helicopters;  and  acquisition  of  new  weapon  systems, 
such  as  HARM  missiles. 

Turkey 

Turkey's  importance  for  U.S.  strategic  interests  in  Southwestern  Asia  and 
Southeastern  Europe  has  increased  with  the  instability  in  those  regions.  The  new 
enhanced  partnership  between  the  U.S.  and  Turkey  is  designed  to  strengthen  the 
prospects  for  peace,  stability,  and  prosperity  in  an  area  threatened  with  political 
and  economic  turmoil.  Our  continued  humanitarian  mission  to  the  people  of  Iraq  - 
PROVIDE  COMFORT  II  -  and  our  effort  to  maintain  pressure  on  Saddam  would 
not  be  possible  without  Turkey's  assistance.  Turkey's  cooperation  in  the  Caucasus 
and  Balkans  enables  us  to  manage  those  crises  more  effectively. 

Our  assistance  to  Turkey  is  designed  to  promote  U.S.  strategic  interests  in 
the  region.  Turkey's  importance  to  the  U.S.  has  changed  since  the  end  of  the  Cold 
War,  but  it  has  not  diminished.  Turkey  is  a  relatively  stable,  democratic  and 
secular  nation  that  is  friendly  to  the  West.  It  is  in  our  interest  to  support  and 
strengthen  those  characteristics  since  Turkey  is  located  in  an  unstable  region, 
which  has  few  democratic  traditions,  is  often  characterized  by  religious 
fundamentalism,  and  is  generally  unfriendly  to  the  West. 

Turkey  faces  potentially  hostile  states  along  most  of  its  borders,  several  of 
which  support  the  increasing  activities  of  tertorist  groups  within  the  country. 
Turkey's  interests  and  influence  have  expanded  into  the  turbulent  Caucasus, 
Central  Asia,  the  Middle  East,  and  the  Balkans,  and  it  has  exercised  generally  a 
moderate  influence  in  those  areas.  In  recent  years  Turkey  has  specifically 
supported  U.S.  interests  through  its  role  in  the  Gulf  War,  its  adherence  to  the  UN 
embargo  of  Iraq,  its  support  of  operation  PROVIDE  COMFORT,  and  most 
recently,  its  strong  support  for  the  UN  Confidence  Building  Measures  on  Cyprus. 
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The  current  Defense  and  Economic  Cooperation  Agreement  (DECA)  with 
Turkey  provides  the  U.S.  with  access  to  airfields  and  other  facilities  important  for 
regional  security.  Our  military  financing  program  of  credits  at  commercial  rates 
provides  equipment,  training,  and  support  to  Turkish  forces,  including  those 
committed  to  alliance  and  coalition  purposes.  The  highest  piiority  remains  the  F- 
16  PEACE  ONYX  coproduction  program,  now  well  underway.  The  economic 
assistance  program  provides  budget  support  for  private  sector  economic  reforms. 
Through  participation  in  Direct  Military  Training,  Turkish  officers  have  been  able 
to  upgrade  their  technical  and  management  skills  and  gain  exposure  to  the 
important  U.S.  concepts  of  civil-military  relations  and  human  rights. 

Our  direct  military  assistance  programs  over  the  years  to  both  Greece  and 
Turkey  have  added  stability  to  the  volatile  Southern  Flank,  both  during  the  Cold 
War  and  afterwards.  Now,  with  potentially  destabilizing  activities  occurring  to  the 
east  and  south  of  Turkey  and  the  immediate  Balkans  area  adjoining  Greece,  this 
area  of  the  world  retains  all  its  importance  to  the  United  States.  In  a  strategic- 
political  context,  it  is  essential  that  US  programs  that  aid  in  modernizing  and 
stabilizing  the  host  country  militaries  be  kept  on  track.  That  does  not  mean  that 
we  should  be  looking  at  funding  such  programs  indefinitely  or  at  the  levels  of  the 
1980's.  What  it  does  mean  is  that  any  sudden  cessation  would  at  the  very  least 
harm  bilateral  relations  and  at  the  worst  lead  to  increased  instability  in  the  region. 

Mr.  Chairman,  thank  you  for  your  attention. 
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The  Honorable  Lee  H.  Hamilton 

Chairman 

Subcommittee  for  Europe 

and  the  Middle  East 

Foreign  Affairs  Committee 

United  States  House  of  Representatives 

2187  Rayburn  House  Office  Building 

Washington,  DC  20515 


Dear  Representative  Hamilton; 


March  14,  1994 


We  would  like  to  express'our  concern  regarding  the  possibility 
that  the  Bilateral  Science  and  Technology  Program  of  the  United 
States'  Department  of  State  may  be  terminated.  This  valuable 
Program  consists  of  agreements  between  the  United  States  and 
Central  European  countries:  Czech  Republic,  Hungary,  Poland  and 
Slovakia.  During  the  last  few  years  numerous  projects  have 
succeeded  in  bringing  scientists  in  a  variety  of  disciplines  from 
the  United  States  and  each  of  our  countries  together  on  an  equal 
partnership  basis.  These  contacts  contributed  to  positive 
development  of  democracy  and  political  stability  in  the  entire 
region. 

We  have  learned  that  this  Program  was  listed  among  other 
programs  to  be  eliminated  from  the  federal  budget  for  1995.  We 
would  like  to  ask  you  for  your  support  and  assistance  in 
appropriating  the  necessary  funds  to  prevent  the  termination  of 
these  agreements.  We  are  pleased  to  inform  you  that  our  governments 
have  provided  the  matching  funds  in  the  past  and  they  are  ready  to 
do  so  in  the  coming  years. 

We  would  like  to  emphasize  that  continuation  of  this  Program 
is  essential  to  the  success  of  our  ongoing  democratic  processes.  We 
need  this  cooperative  endeavor  to  ensure  the  long-term  economic 
advancement  of  our  societies. 

Your  attention  to  this  issue  is  appreciated.  Hopefully  our 
common  endeavor  will  continue  to  benefit  all  of  us.  Please  feel 
free  to  contact  us  if  you  need  any  further  information  about  this 
critical  activity. 


Respectfully  yours, 


Ambassador 
Czech  Republic 


iACM;^  O-Ty: 


Charge  d'Affaires,  a.i, 
Republic  of  Poland 


Ambassador 
Republic  of  Hungary 


//c. 


Ambassador 
Slovak  Republic 
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NATIONAL 

601  Tliirti'enrh  Si  reel.  .V.  W. 
'  Suite  1150  Soiirli 
Washington.  D.C.  20005 
1202)  393-7790 
Fav  1202)  628-0225 

TESTIMONY  OF  ANDREW  E.  MANAT08 
ON  BEHAU  OF 

THE  UNITED  HELLENIC  AMERICAN  CONGRESS 

THE  PANCYFRIAN  ASSOCIATION  OF  AMERICA 

THE  INTERNATIONAL  COORDINATING  COMMITTEE  — 

JUSTICE  FOR  CYPRUS 

SUBMITTED  TO  THE  EUROPE  AND  THE  MIDDLE  EAST  SUBCOMMITTEE 
OF  THE  HOUSE  FOREIGN  AFFAIRS  COMMITTEE 

1 
APRIL  28,  1994 

The  organizations  on  whose  boards  I  serve  and  which  I  am 
representing  are  the  United  Hellenic  American  Congress,  the 
Pancyprian  Association  of  America,  and  the  International 
Coordinating  Committee  —  Justice  for  Cyprus.  We  appreciate  the 
opportunity  to  play  our  role  in  our  American  democracy  and  present 
recommendations  for  American  policies  toward  Greece  and  Cyprus 
which  we  believe  would  significantly  benefit  our  country's  long- 
term  interests. 

With  regard  to  the  fiscal  year  1995  Foreign  Assistance 
Authorization  Bill,  we  urge  you  to  maintain  the  president's  request 
for  (1)  a  lO-to-7  ratio  of  military  aid,  and  on  excess  military 
equipment,  going  to  Turkey  and  Greece;  (2)  the  same  type  of 
military  aid  (all  loans)  to  those  two  countries;  and  (3)  $15 
million  in  economic  aid  to  Cyprus.  With  regard  to  economic  aid  to 
Turkey,  we  support  at  least  the  administration's  attempt  to  greatly 
reduce  this  aid  and  we  urge  that  the  economic  aid  be  eliminated 
entirely.  Turkish  human  rights  abuses  of  terrible  proportions, 
which  our  aid  helps,  continue  despite  intensified  efforts  by  the 
United  States  and  international  organizations  and  pledges  by 
Turkish  government  officials  to  reduce  such  practices. 

I  will  confine  the  remainder  of  my  testimony  to  two  issues  of 
great  importance  to  relations  between  the  United  States,  Greece, 
and  Cyprus  —  the  now  20-year-old  Cyprus  problem  and  the  Macedonian 
issue. 
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THB  CYPRUS  PROBLEM 

A  very  recent  United  Nations  plan  to  let  some  of  the 
"ethnically  cleansed"  feunilies  return  to  their  homes  appears  to 
have  been  killed  by  the  government  of  the  army  which  brutally 
cleansed  them.  That  government's  supporter  and  f under,  which  is 
an  indirect  participant  in  that  ethnic  cleansing,  has  not  been 
willing  to  press  the  ethnic  cleansing  issue  enough  to  risk  their 
relationship. 

What  I  am  describing  does  not  involve  Creations,  Serbians, 
Bosnian  Serbs  or  Muslims.  It  involves  the  Turkish  army,  cleansed 
Greek-Cypriots,  and  the  indirect  participant  in  the  ethnic 
cleansing  —  the  United  States. 

American  participation  with  Turkish  troops  in  the  maintenance 
of  ethnic  cleansing  on  Cyprus  greatly  weakens  our  moral  outrage  at 
the  various  practices  of  ethnic  cleansing  in  the  former  Yugoslavia. 
President  Bill  Clinton's  recent  effort  to  extricate  himself  from 
this  ugly  entanglement  he  inherited  was,  in  late  March,  all  but 
shattered  by  the  Turks.  I  hope  this  year  the  Appropriations 
Committee,  like  the  Authorization  Committee,  points  the  finger  at 
the  responsible  party. 

One  way  we  participate  in  this  ethnic  cleansing  is  through 
the  more  than  $100  million  in  cash  the  United  States  gives  each 
year  to  the  government  of  Turkey  for  "economic  aid."  These  funds 
are  fungible  and,  coincidentally,  equal  the  cost  of  maintaining  the 
Turkish  troops  on  Cyprus.  Additionally,  the  nearly  half-a-billion 
dollars  of  military  equipment  the  United  States  gives  to  Turkey  in 
foreign  aid  each  year  replaces  on  mainland  Turkey  the  massive 
amount  of  arms  which  Turkey  deploys  on  Cyprus  to  block  the 
ethnically  cleansed  from  their  homeland. 

We  had  foreknowledge  of  Turkey's  invasion  of  Cyprus  which 
killed  over  4,000  Greek-Cypriots,  cleansed  over  200,000  from  the 
northern  third  of  Cyprus,  and  left  missing  1,619,  including  five 
Americans.  Regrettably,  we  provided  the  arms  that  made  it 
possible.  We  made,  in  1974,  a  conscious  decision  not  to  stop  the 
ethnic  cleansing  of  Cyprus,  in  contrast  to  President  Lyndon 
Johnson's  reversal  of  a  similar  Turkish  effort  ten  years  earlier. 

Our  country  can  restore  its  moral  position  by  ending  this 
disgraceful  support  of  ethnic  cleansing.  We  can  immediately  and 
vigorously  move  to  end  the  aid  or  reverse  Turkey's  recent  actions 
which  effectively  ended  the  hopes  of  the  returning  ethnically 
cleansed  Greek-Cypriot  families. 
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MACEDONIAM  I 8 SOB 

With  regard  to  the  Macedonian  issue,  it  is  important  that  the 
congressional  support  shown  for  our  long-time  ally  Greece  continue. 
Last  month,  over  half  of  the  44  members  of  the  House  Foreign 
Affairs  Committee  and  11  of  the  15  members  of  the  Europe  and  the 
Middle  East  Subcommittee,  including  the  chairman  and  ranking 
minority  member,  urged  President  Clinton  to  withhold  the 
establishment  of  diplomatic  relations  with  the  "Former  Yugoslav 
Republic  of  Macedonia  (FYROM)"  until  issues  of  concern  to  Greece 
are  addressed.  It  is  important  that  the  fiscal  year  1995  Foreign 
Assistance  Authorization  Bill,  and  the  report  language  accompanying 
it,  reflect  this  congressional  support  for  President  Clinton's 
position  of  utilizing  the  leverage  afforded  to  the  United  States 
by  the  possible  establishment  of  such  relations  to  dissuade  "FYROM" 
from  perusing  policies  and  maintaining  symbols  which  are 
threatening  to  our  close  and  vital  ally  Greece. 

The  three  matters  which  "FYROM"  is  asking  America  to  endorse, 
with  the  establishment  of  diplomatic  relations,  are  the  matters 
which,  if  stopped,  would  probably  end  Greece's  humane  trade 
response.  They  are:  (1)  a  constitutional  threat;  (2)  a  propaganda 
threat  —  maps  and  school  books  showing  the  northern  portion  of 
Greece  included  within  the  boundaries  of  "FYROM;"  and  (3)  a 
symbolic  threat  —  the  arbitrary  addition  to  its  flag,  nearly  a 
year  after  declaring  its  independence,  of  the  16-point  star  found 
near  Thessaloniki,  Greece,  in  the  tomb  of  the  father  of  the  famous 
Greek  —  Alexander  the  Great. 

As  hard  as  it  is  to  believe,  the  following  irredentist 
language  remains  in  the  constitution  of  "FYROM:" 

I.  The  preamble  to  the  constitution  of  "FYROM"  says, 
"resting. . .particularly  upon  the  statehood-legal 
traditions  of  the  Krusevo  Republic  and... the  historical 
decisions  of  the  Antifascist  Assembly. . .the  Republic  of 
Macedonia  adopts  the  constitution..." 

A.  The  manifest  of  the  Antifascist  Assembly  addresses 
"Macedonians  under. . .Greece"  and  says,  "only  by 
fighting. . .will  you  gain  your  right  to  self- 
determination  and  to  unification  of  the  entire 
Macedonian  people. . . " 

B.  The  statehood-legal  traditions  of  the  Krusevo 
Republic  include  language  which  says  about  people 
living  in  Greece  "...you  will  achieve  unification 
of  all  parts  of  Macedonia,  divided  in  1915  and 
1918. . ." 
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II.  Article  3  says,  "the  borders  of  the  Republic  of  Macedonia 
may  be  changed. . ."  It  also  says  that  "the  territory. .  .is 
indivisible  and  inalienable"  thus  leaving  expansion  as 
the  only  possible  border  change. 

III.  Article  49  says,  "the  republic  takes  care  of  the  status 
and  rights  of  the  members  of  the  Macedonian  people  in 
neighboring  countries..." 

Mr.  Chairman,  thank  you  for  this  opportunity  to  submit  our 
views. 
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Preliminao  Statement 

Chairman  Hamilton  and  Members  of  the  Subcommittee: 

The  Admimsirauon  has  proposed  for  Fiscal  Year  1995.  $317  million  in  militar>  aid  for  Greece.  $450 
million  in  mililar>  aid.  $100  nullion  in  economic  grant  assistance  and  $1  million  in  traimng  assistance  for  Turkey 
and  $15  million  in  humamianan  assistance  for  Cyprus    In  the  interests  of  the  Umted  Stales 

1  We  oppose  all  military  and  economic  aid  to  Turkey  for  the  twenty-three  reasons  set  forth  below  It  is 
unreasonable  to  continue  aid  to  Turkey  in  \iew  of  our  huge  debt  and  annual  deficit,  our  enormous  domestic  needs, 
the  end  of  the  Cold  War.  the  end  of  the  Warsaw  Pact  the  breakup  of  the  SomcI  Umon.  the  demise  of  commumsm. 
the  reduction  of  armed  forces  in  the  U  S  .  NATO  and  the  former  USSR.,  the  lack  of  any  real  threat  to  Turkey. 
Turkey's  numerous  and  continuing  \nolaiions  of  US  and  international  laws  and  Turkey's  horrendous  human  rights 
\iolaiions.  generally  and  m  particular  against  its  12  million  Kurdish  citizens,  including  the  use  of  US.  supplied 
arms  to  suppress  the  efforts  of  its  Kurdish  citizens  to  obtain  normal  human  rights  We  support  H  R.  3475.  the  rule 
of  law  conditions  bill  on  aid  to  Turkey 

2  We  support  military  aid  for  Greece  as  long  as  Turkey  keeps  its  illegal  35.000  man  army  of  occupation 
and  its  80.000  illegal  colomsts/settlers  in  the  occupied  territon  of  Cyprus,  and  maintains  its  125.000  man  Army  of 
the  Aegean  aimed  at  Greece's  Aegean  islands  Turke^  is  the  main  secunt\  threat  to  Greece  For  career  officiais  in 
the  State  Department  and  Defense  Department  to  denv  this  is  to  denv  realirv  Turkey  has  been  maneuvenng  in 
Albama.  Bosma.  the  Former  Yugoslav  Republic  of  Macedonia  and  the  Balkans  generally 

3  We  support  the  amount  of  $15  million  in  humamtanan  aid  for  Cyprus. 

4  We  oppose  any  assistance  to  the  Former  Yugoslav  Republic  of  Macedoma  (FYRO.M)  until  FVROM 
meets  the  conditions  for  recognition  set  forth  in  the  European  Commumty's  Declarations  of  December  16.  1991 
and  June  27.  1992.  endorsed  by  the  Bush  Admimstration  and  by  presidenual  candidate  Clinton  on  October  2. 
1992    Those  conditions  are 

•  no  use  in  its  name  of  the  term  "Macedonia."  which  implies  temtonal  claims: 

•  the  adoption  of  constitutional  and  political  guarantees  ensuring  that  it  has  no  temtonal 
claims  tov^ards  a  neighbonng  community  state:  and 

•  no  hostile  propaganda  actiMties  versus  a  neighboring  community  slate 

FYROM  President  Kiro  Gligoro\  conunued  his  intransigence  by  not  agreeing  or  cooperaung  with  the  EC 
The  Gligorov  government  then  acted  with  e>areme  provocation  by  adopting  in  August  1992  the  Greek  Star  of 
Vergina  for  FYROM's  flag  In  view  of  this  provocative  act  we  add  a  fourth  condition-  removal  of  symbols  such  as 
the  Greek  Star  of  Vergina.  which  imply  temtonal  expansion.  To  date  FYROM  is  not  in  compliance  with  the  above 
condiuons  (See  infta.  "25  Reasons  Why  The  United  States  In  Its  Own  Self-interest  Should  Suppon  Greece's 
Position  Regarding  FYROM  ") 

We  support  H. Con  Res  210.  introduced  by  Congresswoman  Olympia  Snowe  (R-?vlE)  for  herself  and 
Representauves  Ben  Gilman  (R-NY).  Robert  Andrews  (D-NJ),  Peter  Deutsch  (D-FL).  Mike  Bilirakis  (R-FL).  and 
Carolyn  Maloney  (D-NY),with  40  co-sponsors  to  date,  which  expresses  the  sense  of  Congress  that  the  President 
should  not  have  extended  diplomauc  recogmtion  to  the  Skopje  regime  that  insists  on  using  the  Greek  name  of 
Macedoma  and  that  the  President  should  reconsider  this  decision  and  withdraw  diplomatic  recogmtion  of  FYROM 
until  the  Skopje  regime: 

•  renounces  its  use  of  the  name  Macedonia: 

•  removes  objectionable  language  in  its  constitution  (the  Preamble.  Articles  3  and  49)  which  imply 
temtonal  expansion: 
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•  rcmo\ es  s>nibols  w hich  impl>  lerritonal  expansion  such  as  the  Star  of  Vergina  in  their 
nag. 

•  ceases  propaganda  against  Greece:  and 

•  adheres  full\  to  Conference  on  Secunt>  and  Cooperation  in  Europe  norms  and 
pnnciplcs 

We  wish  FYROM  well,  but  it  is  up  to  them  to  remove  the  impediments  to  normal  relations  with  Greece 
which  FYROM  created,  and  the  United  Slates,  in  its  own  self  interest,  should  inform  FYROM  that  it  must  remove 
those  impediments  The  remo\al  of  the  impediments  is  what  will  bring  stabilitv'  to  the  area. 

5  We  oppose  any  assistance  to  Albama  as  long  as  Albania  continues  its  substantial  \iolatJons  of  the 

human  rights  of  its  large  ethnic  minonr\  of  Greeks  in  Albama  The  abuse  by  the  Albanian  government  of  the 
human  nghts  of  us  Greek  citizens  has  not  received  the  attention  it  deserves  And  recently  the  Albanian 
govemmeni,  using  the  shooting  of  an  Albanian  ofiTiccr  and  recruit  by  outlaw  gunmen,  has  instituted  a  reign  of 
terror  against  the  leadership  of  the  Greek  commumty 

As  a  matter  of  law.  Turkey  is  presently  ineligible  for  foreign  aid  under  Sections  1 16  and  502B  of  the 
Foreign  Assistance  Act  of  1961.  as  amended,  because  of  us  "consistent  pattern  of  gross  violations  of  imemationall\ 
recognized  human  nghts"  m  Turke\  and  in  Cyprus 

On  December  29.  1992.  Helsinki  Watch  released  a  78  page  report  entitled  Broken  Promises  Torture  and 
Killings  Continue  in  Turke\  li  is  a  devastating  report  of  brutality  and  barbansm.  The  report  states  that  "Turkish 
secunr>  forces  have  shot  and  killed  se\enr>-four  people  in  house  raids,  and  the  evidence  suggests  that  the  killings 
were  deliberate  executions  "  The  report  charges  that  "165  [Kurdish]  commumty  leaders  in  southeast  Turke>  ha\e 
been  assassinated  by  unknown  assailants  in  1992  " 

Helsinki  Watch  formalh  recommended  "that  the  Umted  States  end  all  military  and  secunt\  assistance  to 
Turke>  until  such  time  as  Turke>  no  longer  manifests"  the  "consistent  pattern  of  gross  human  nghts  abuses"  set 
forth  in  the  report 

Since  the  Helsinki  Watch  Report  of  December  29.  1992.  matters  ha\e  gotten  worse  The  Turkish 
government  has  stepped  up  us  war  against  its  Kurdish  citizens  with  the  illegal  use  of  Amencan  and  German 
supplied  arms  and  equipment  including  6  US  Cobra  gunboat  helicopters 

The  open  US  support  for  the  Turkish  government's  attacks  on  its  20%  Kurdish  minonty  using  US  and 
German  supplied  arms  and  equipment  is  a  national  disgrace  and  contrarv  to  US  law  It  is  a  scandal  waiting  to  be 
discovered  by  the  TV  network  news  and  CKN  cameras  Money  authonzed  by  this  comimttee  is  directl>  connected 
with  Turkey's  armed  attacks  on  its  Kurdish  ciuzens  We  strongly  urge  the  Comimttee  to  disassociate  itself  from 
the  E.xecutive  Branch  on  this  issue  and  not  authonze  aid  to  Turkey. 

Turkey's  continmng  yiolations  of  the  United  Nations  Charter  (Article  2.  paragraph  4)  and  the  North 
Atlantic  Treaty-  (Preamble  and  Article  I )  by  us  invasion  of  Cyprus  in  1974  and  its  occupation  of  -V  ?%  of  Cyprus 
for  tyventy  years  with  35.000  illegal  occupation  troops  and  80,000  illegal  Turkish  colomsts/settlers  and  Us  failure  to 
negotiate  in  good  faith  a  Cyprus  settlement  as  reqiured  by  the  amendment  lifting  the  remaimng  partial  embargo  in 
1978.  also  render  it  ineligible  for  US  aid.  Our  aid  to  Turkey  is  clearly  a  major  obstacle  to  progress  in  the  U.N 
sponsored  Cyprus  negotiations. 

Money  is  fungible  Our  military  and  economic  aid  to  Turkey  indirectly  subsidizes  Turkey's  costs  of  its 
occupation  of  Cyprus,  the  $4  million  Turkey  paid  m  1993  to  its  several  U.S.  "agents  of  influence"  registered  as 
foreign  agents  with  the  Justice  Department  and  pan  of  the  costs  of  its  125.000  man  Army  of  the  Aegean  aimed  ai 
Greece's  Aegean  islands  and  the  130.000  Turkish  soldiers  involved  in  armed  suppression  of  the  Kurds 

Turkey's  U  S  "agents  of  influence"  include  Hill  &  Knowlton.  International  Advisors.  Inc  .  initiated  b\ 
Richard  Perle.  Arnold  and  Poner.  and  others  including  John  Bradv.  the  long  time  chief-of  staff  of  the  House 
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Foreign  Affairs  Committee  who  retired  last  vear  and  was  promptly  hired  by  Turkey  These  US  "agents  of 
influence"  ha\  e  been  an  integral  part  of  Turkey's  misinformation  and  propaganda  campaign  aimed  at  covenng  up 
Turkey's  horrendous  human  nghts  violations,  its  minimal  strategic  value  and  its  record  of  imreliability  as  an  ally 

It  docs  not  matter  which  theory  of  diplomacy  one  follows—  realism,  pragmatism,  expediency,  realpolitik 
or  moralitv-  it  is  still  not  in  the  interests  of  the  US  to  give  any  aid  to  Turkey  until  Turkey  ceases  its  \iolations  of 
human  nghts  and  the  rule  of  law 

When  are  we  going  to  stop  the  double  standard  on  the  rule  of  law  and  human  nghts  for  Turkey'' 

When  are  we  going  to  stop  the  appeasement  of  Turkey'' 

When  are  we  going  to  stop  turrung  a  blind  eye  to  Turkey's  ethmc  cleansing  in  Turkey  and  in  Cyprus? 

Need  For  Hcarini;s 

We  call  on  the  Commiiicc  to  exercise  its  constitutional  role  in  foreign  policy  formulation  and  its 
constitutional  oversight  role  of  Executive  Branch  operations  by  holding  heanngs  for  public  witnesses  on  U.S. 
policy  and  operations  regarding  : 

( 1 )  Turkey,  including  its  war  against  its  Kurdish  citizens,  its  twenty  year  occupation  of  Cyprus 
and  Its  actions  generally  in  the  Balkans,  including  the  rumored  supplying  of  arms  to  Bosma. 

(2)  the  Former  Yugoslav  Republic  of  Macedonia  (FYROM)  and  the  actions  of  the  State  Department 
since  August  1991. 

O)         Albania's  human  nghts  violations  against  its  Greek  citizens,  and: 

(4)  the  Slate  and  Defense  Departments'  pro-Turkey.  anti-Greece  bias—  "the  lilt  towards  Turke\  " 

DISCUSSION 

Greece-  Strategic  NATO  AlU  Of  Proven  Lovaltv  To  The  U.S.  And  The  West 

In  World  War  I  Greece  played  a  helpful  role  for  the  allies  in  the  Balkans 

In  World  War  II  Greece  played  an  important  role  It's  famous  reply  of  "OXI!"  (NO!)  on  October  28.  1940. 
to  Mussolini's  demands  for  capitulation,  and  her  defeat  of  Mussolim's  army  in  Albama  gave  a  big  morale  boost  to 
Great  Bniain.  who  was  fighting  Nazi  Germany  alone  at  the  time  Greece's  actions  forced  Hiiler  to  diven  valuable 
troops,  arms  and  equipment  to  in\ade  and  conquer  Greece,  which  delayed  by  several  weeks  (6-8)  his  in\asion  of 
the  Soviet  Umon  Military  experts  have  stated  that  Greece's  actions  were  a  substantial  faaor  in  the  Soviet  Umon's 
defeat  of  Hitler 

Greece  is  ihe  strategic  key  to  the  Balkans  and  the  Eastern  Mediterranean  w hich  was  the  basic  reason  for 
the  Tnunan  Doctrine  and  aid  to  Greece  enacted  by  the  Congress  in  1947. 

Greece's  defeat  of  the  communist  insurgency  in  theXireek  Ciul  War  from  1946  to  1949.  with  Greek  blood 
and  United  Slates  aid  under  the  Truman  Doctnne  was  an  histonc  turning  cwint  in  the  post-World  War  II  Cold  War 
containment  of  commuiusm  It  prevented  the  commumsts'  takeover  of  Greece  and  thereby  ihe  donunauon  of  the 
Aegean  Sea  and  Eastern  Mediterranean  and  the  strategic  encirclement  of  the  Middle  East  oil  resources,  including 
the  Persian  Gulf  area  The  Greek  commumst  insurgents  supported  by  the  commumst  dictators  Slalin  and  Tito. 
were  supplied  with  arms,  equipment  and  food  from  protected  bases  in  Yugoslavia's  Skopje  area  Tito  wanted 
Greece's  northern  province  of  Macedoma  and  the  major  port  citv  of  Salonika  Stalin  wanted  control  of  Greece  for 
the  strategic  encirclement  of  the  Middle  East  and  its  oil  resoiuces 
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Greece  played  an  important  role,  as  part  of  the  Coalition  in  the  Desert  Shield/Desen  Storm  Persian  Gulf 
War  The  Suda  Bay  NATO  na\al  base  in  Crete  was  (and  is)  of  great  importance  to  the  projection  of  the  US  Sixth 
Fleet's  power  in  the  Eastern  Mediterranean  The  U.S.  Air  Force  base  at  Suda  Bay  was  of  substantial  importance  for 
the  projection  of  the  U.S.  air  power  in  the  Eastern  Mediterranean  (since  closed  down  following  establishment  of  air 
bases  in  the  Persian  Gulf  area)  Both  bases  were  authonzed  by  Greece  to  operate  24  hours  a  day  as  of  August  2. 
1990.  the  day  of  Iraq's  invasion  of  Kuwait  Further.  Greece  authorized  32,000  overflights  dunng  the  Desert/Shield 
buildup  of  coalition  forces  Greek  shipping  tonnage  also  provided  major  support  for  the  biuldup  of  arms  and 
supplies  to  the  Persian  Gulf 

Greece  has  become  of  added  importance  to  the  U.S.  in  the  past  2  1/2  half  years  because  of  the  tiirmoil  in 
the  Balkans  following  the  breakup  of  Yugoslavia  Greece,  the  only  democracy  in  the  Balkans  and  the  strongest 
econom\  in  the  Balkans  can  pla>  an  important  role  m  bringing  democracy,  stability  and  economic  progress  to  the 
Balkans,  which  are  fiindamental  US  -policy  aims.  Greece  is  the  strategic  and  economic  key  for  the  U.S.  in  the 
Balkans 

Unfortunately,  the  Stale  Department  and  the  Defense  Department,  to  the  detriment  of  US  interests.  ha\c 
not  accorded  Greece  a  proper  role  in  the  Balkan  turmoil  Jonathan  Eyal,  director  of  studies  at  the  Royal  United 
Semces  Institute  for  Defense  Studies.  London.  England,  in  remarks  at  the  Woodrow  Wilson  Institute  on  Februar> 
24.  1994.  stated  that  Greece  is  not  consulted  by  NATO  or  the  European  Community  on  foreign  policy  issues 
regarding  the  Balkans  although  Greece  is  the  only  NATO  and  European  Community  member  in  that  region  He 
stated  Greece's  Mews  must  be  taken  into  account.  US  and  Greece  interests  in  the  Balkans  -  peace.  stabilit>. 
democracy  and  econonuc  progress  -  are  similar. 

Greece  is  important  to  the  United  States  and  the  West  for  another  reason-it  is  the  birthplace  of  democrat 
and  the  \alues  that  form  the  foundauon  of  Western  Civilization. 


Turkey  -  MMh  And  Realitv  Of  Turkey's  National  Security  Value  To  The  U.S. 

There  is  the  myth  propagated  by  Turkey  and  its  several  United  States  "agents  of  influence."  registered  as 
foreign  agents  with  the  Justice  Department  that  Turkey  is  a  strategic  and  loyal  ally,  \ital  to  the  national  security 
interests  of  the  United  States  The  realm  is  otherwise.  First  of  all.  the  assertion  that  Turkey  is  "\ital"  to  the 
national  security  interests  of  the  Umted  Stales  is  ludicrous  and  false  on  its  face  as  a  matter  of  logic  and  definition 
The  Webster's  dictionary-  defimtion  of  "vital"  is;  1.  adj.  of.  concerned  v«th  or  necessary  to  life:  essential. 

Turkey  is  of  minimal  national  security  value  to  the  United  States  US  intelligence  facilities  in  Turkey 
are.  and  have  been  for  many  years,  urmecessary  and  duplicative  of  other  supenor  listemng  posts  and  satellites  For 
many  years  we  have  called  for  their  closing  Several  have  been  closed  dunng  the  past  two  vears  The  remaimng 
ones  should  also  be  closed  and  the  estimated  4.000  remaining  Amencan  troops  should  be  brought  home.  It  is  a 
waste  of  U.S.  taxpayer  dollars  to  keep  any  listemng  facilities  open  in  Turkey  and  Amencan  troops  there.  (See 
Rossides  "Cyprus  and  the  Rule  of  Law."  17  Syiacuse  Journal  of  International  Law  and  Commerce  21,  1991.  at 
page  79  footnote  187  )  We  do  not  need  the  airfields  in  Turkey  to  conduct  Operauon  Provide  Comfort  for  the 
protecuon  of  the  Iraqi  Kurds  There  are  a  number  of  other  airbases  in  the  area  that  can  be  used  including  the 
Bnush  bases  on  Cyprus.  What  we  do  need  is  an  Operauon  Provide  Comfort  for  the  protection  of  the  Kurds  in 
Turkey. 

Turkey's  Acts  of  Dislovaltv  To  U.S.  And  NATO  And  Unreliability  As  An  Allv  -  Several  Actions  In  Support 
Of  The  Soviet  Military 

(1)  Dunng  the  1973  Mid-East  War.  predating  the  Turkish  invasion  of  Cyprus  by  one  vear.  Turkey  reused 
the  United  Slates  military  overflight  nghts  to  resupply  Israel  and  granted  the  USSR  overland  military  convoy 
nghis  to  resupply  Syna  and  Iraq,  and  military-  overflight  penmission  to  resupply  Egypt  See  E.  Luttwak.  The 
Politics  of  Sea  Power.  60-6 1.(1 974).  A  member  of  the  Turkish  Foreign  Policy  Institute  in  Ankara  wrote; 
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"During  the  Arab-Israeli  war  of  1973.  Moscow's  overflights  of  Turkish  airspace  were  tolerated  On  the 
other  hand,  dunng  the  same  Middle  East  conflict.  Turkey  refused  to  allow  the  United  States  refueling  and 
reconnaissance  facilities  during  the  American  airlift  to  Israel."  Karaosmanoglu.  "Turke>'s  Security  and  the 
Middle  East."  52  Foreign  Affairs.  157.  163  (Fall  1983). 

(2)  In  the  1977-1978  conflict  in  Ethiopia.  Turkey  granted  the  Soxiets  military  overflight  rights  to  supply 
the  pro-SoMCt  Ethiopian  communists  under  Col.  Mengistu,  who  eventually  prevailed.  C.  Mever.  Facing  RealiK  - 
From  Worid  Federalism  To  The  CIA.  276-80  (1980) 

(3)  Over  NATO  objections.  Turkey  allowed  three  Soviet  aircraft  carriers,  the  Kie\-  on  July  18.  1976.  the 
Minsk  on  Feb.  25.  1979.  and  the  Novorosiisk  on  May  16.  1976.  passage  rights  through  the  Bosphorus  and 
Dardanelles  straits  into  the  Mediterranean  in  \iolation  of  the  Montreux  Convention  of  1936.  See  generally  Wash. 
Post.  July  19.  1976.  at  A16.  col  1:  NY  Times  Feb.  26.  1979.  at  A13.  coll.  The  Soviet  ships  posed  a  formidable 
threat  to  the  Umied  States  Sixth  Fleet 

(4)  In  1979  Turkey  reftised  to  allow  the  United  States  to  send  69  marines  and  six  helicopters  to  American 
military  facilities  at  Incirlik  in  Turkey  for  possible  use  in  e%acuating  Amencans  from  Iran  NY  Times.  Feb.  13. 
1979.  at  A8.  col.  3 

(5)  Again,  in  1979  Turkey  refused  the  United  States  request  to  allow  U-2  intelligence  flights  (for  Salt  II 
verification)  over  Turkish  airspace  "unless  Moscow  agreed."  NY  Times.  May  15.  1979.  at  Al.  col  3.  This 
position  was  voiced  over  a  penod  of  months  by  Turkish  officials,  the  opposition  party  and  the  military  Chief  of 
Staff .  Oen  Kenan  Evren. . 

(6)  In  May.  1989.  Turke>  rejected  an  American  request  to  insiject  an  ad\'anced  MIG-29  SoMCt  fighter 
plane,  flown  by  a  So\net  defector  to  Turkey    NY  Times.  May  28.  1989.  at  A12.  col   I. 

(7)  The  Turkish  go\emment  refused  repeated  American  requests  for  the  installation  of  anteimas  in  TuTke> 
concerning  1 1  transmitters  whose  broadcasts  would  have  been  directed  primariU  to  the  SoMet  Union  and  its 
Eastern  European  satellites  The  imitative  by  the  Umted  States  Department  of  State  sought  to  impro\e  reception 
of  programs  broadcast  b>  Radio  Free  Europe.  Radio  Liberty,  and  the  Voice  of  Amenca. 

(8)  Turkey  ftirther  damaged  NATO  by  vetoing  NATO's  effort  to  put  military  bases  on  various  Greek 
islands  for  defensive  purposes  against  the  So\iet  na%y 

Turkey's  unreliabilit>  as  an  ally,  as  evidenced  by  the  above  examples,  should  come  as  no  surpnse  to  those 
familiar  with  Turke>'s  histor.  in  the  20th  century  Turke>'  fought  against  the  allies  in  World  War  1  and  in  World 
War  II  Turkey  \iolated  a  treaty  with  France  and  Britain  which  required  Turkey  to  enter  the  War  on  the  side  of  the 
allies  Instead.  Turke>  declared  neutrality  and  openly  aided  Hitler  by  suppKnng  Nazi  Germanv  with  \ntal 
chromium  ore  and  as  a  transit  country  for  other  war  materiel. 

Turke>'s  Blackmail  of  U.S.  and  Appeasement  of  Saddam  Hussein 

Prime  Minister  Ciller  in  her  meeting  with  President  Clinton  in  October.  1993  asked  the  US  to 
recompense  Turke>-  for  lost  re\enues  from  the  cutofl'of  the  oil  pipeline  to  Iraq  which  is  pan  of  the  UN  sanctions 
against  Saddam  Hussein,  with  the  threat  not  to  extend  the  agreement  penmtting  its  airfields  and  suppiv  routes  to 
be  used  in  Operauon  Pro\nde  Comfort  to  protect  and  feed  Iraqi  Kurds  The  N  Y  Times  coiummsl  Bill  Safire 
called  It  "blackmail  "  Ciller  also  called  for  the  lifting  of  sanctions  on  Iraq  so  that  Turke>-  could  do  business  with 
them    Safire  called  this  "appeasement  of  Saddam."  (See  Safire,  N  Y.Times.  Oct.  28.  1993,  at  A29,  col  5  ) 

Turkey's  War  Against  Its  20%  Kurdish  Minority  Using  U.S.  and  German  Supplied  Anns 

The  current  and  open  US  support  for  the  Turkish  government's  attacks  on  it's  20%  Kurdish  rmnont> 
using  US.  and  German  supplied  arms  and  equipment  is  a  national  disgrace  and  contran  to  US  law.  It  is  a 
scandal  waiting  to  be  discoyered  by  the  TV  network  news  and  CNN  cameras. 


202 


Germany  recently  halted  for  the  second  time  military  aid  to  Turkey  because  of  Turkish  armed  attacks 
including  air  strikes  on  the  Kurds  in  Turkey  and  in  Iraq  utilizing  in  part  German  military  equipment  (see  Reuters. 
April  7.  1994)  The  United  Stales,  on  the  other  hand  supports  Turkey's  repression  of  the  Kurds  During  the  Bush 
Admimstration.  the  State  Department  spokesperson  actually  commended  the  Turks  (see  Spokesperson  Margaret 
Tunviler  press  briefings.  March  25  and  26.  1992)  In  the  Clinton  Admimstration,  the  State  Department  once  again 
conxinced  the  White  House  to  support  Turkey's  continuing  war  against  its  12'  million  Kurdish  minonty  In 
October.  1993  at  a  White  House  press  conference  with  Turkish  Prime  Minister  Ciller.  President  Clinton  supported 
Turkey's  actions  against  the  Kurds 

The  NY  Times  in  an  editonal  (Apnl  1.  1992)  stated  that  "Turkish  Kurds  have  been  subject  to  systematic 
human  nghts  \iolations.  including  torture  ...The  international  commimity  is. ..morally  bound  to  demand 
that    Ankara  cease  (its)  ugly  repression  of  Kurdish  civilians  before  it  becomes  genocide  " 

On  March  16.  1994.  before  this  Committee.  State  and  Defense  Department  officials  reiterated  the 
Adimmstrations  support  of  Turkey's  repression  of  and  war  against  the  Kurds.  The  current  US  suppon  includes 
the  use  of  6  Cobra  gtmboat  helicopters  by  Turkey  in  attacks  on  the  Kurds  in  southeastern  Turke>  Chairman  Lee 
Hamilton  (D-IN)  asked  Assistant  Secretary  of  State  for  Eurof)ean  and  Canadian  Affairs  Stephen  A  Oxman 
"Shouldn't  we  stop  this  aid  for  this  purpose,  penod''"  Oxman  replied  that  the  Admimstration  supports  Turkey's  use 
of  arms  transfers  against  the  PKK.  (See  Heanngs.  March  16.  1994.  of  the  House  Foreign  Affairs  Subcommittee 
on  Europe  and  the  Middle  East. ) 

On  Apnl  19.  1994.  Assistant  Secretary  of  State  for  Human  Rights.  John  Shattuck.  testified  before  the 
Senate  Appropriations  Subcomimttee  on  Foreign  Operations  on  the  F\'  '95  appropnaiions  for  foreign  aid  and 
human  nghts  programs. 

There  was  a  dialogue  dunng  the  testimony  on  the  subject  of  human  rights  abuses  in  Turke\  Chairman 
Patnck  Leahy  (D-VT)  questioned  Mr  Shattuck  .  asking  why  should  we  fiind  money  to  Turkey  when  the  Human 
Rights  Report  was  cntical  of  Turke\'s  human  nghts  abuses  Shattuck  stated  there  seems  to  be  no  improvement 
and  suggested  the  need  for  s(>ecific  objecti\  es  in  each  country  recei\ing  aid. 

Chairman  Leahy  stated  that  the  United  States  must  show  that  it  is  serious,  and  that  "we  must  set  the 
standards  for  human  nghts." 

Senator  DeConcim  (D-AZ).  Co-Chairman  of  the  US.  Commission  on  Security  and  Cooperation  m 
Europe,  remarked  on  the  "awful  situation"  in  Turkey  and  that  it  was  a  mocker,  of  international  standards  on 
human  nghts.  He  asked  Mr  Shattuck  if  any  progress  has  been  made  regarding  the  status  of  human  nghts  in 
Turkey''  Mr  Shattuck  answered.  "In  some  areas  yes.  but  overall  no."  DeConcim  responded  by  stating  "it  seems 
that  human  nghts  considerations  ha\e  taken  a  back  seal "  in  the  admimstration's  human  rights  policy  in  Turkey 
Senator  De  Concim.  in  an  op-ed  page  article  in  the  Washington  Times  detailed  the  shocking  human  nghts  abuses 
of  the  Kurds  in  Turkey  by  Turkey  and  "the  Turkish  Parliament's  decision  to  lift  the  immumty  of  eight  of  its  own 
members  in  order  to  prosecute  them  for  non-violent  expressions  of  their  political  views. "(March  8.1994.  at  AIT. 
col  I) 

The  Chicago  Tribune,  in  a  front  page  story  by  staff  wnter  Tom  Hundley  reporting  from  Beselver.  Turkey, 
details  Turkey's  armed  repression  against  the  Kurds  (March  15.  1994.  pi).  He  writes: 

"According  to  human  nghts  organizations.  Beselver  is  one  of  more  than  1 .000  Kurdish  ullages 
that  have  been  razed  or  forcibly  evacuated  since  1991.  part  of  the  government's  increasingly  harsh 
crackdown  that  has  begun  to  resemble  Saddam  Hussein's  solution  to  his  'Kurdish  problem.  ' 

At  least  1 1 .000  people  have  been  killed  in  Turkey's  decade-long  conflict.  Successixe  Turkish 
goxemments  ha\e  announced  e\en  larger  'final  offensnes'  to  crush  the  PKK,  but  as  the  bloodshed 
increases,  the  insurgents  only  grow  stronger. 
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In  recent  weeks,  the  government  of  Prime  Minister  Tansu  Ciller  has  nearly  doubled  the  number 
of  go\emment  troops  in  the  region  Some  250.000  soldiers  and  special  secunt>'  police  no\\  are  deployed  in 
the  towns  and  \illages  of  the  Southeast,  their  guns  trained  on  an  embittered  civilian  population 

Fanmng  the  flames  of  Kurdish  resentment.  pro-go\emment  death  squads,  known  as  contra- 
guerrillas.  have  stepped  up  their  actmties.  especially  in  areas  like  Diyabakir.  the  regions  largest  city . 

'E\er>-  mght.  three,  four,  or  five  people  are  killed  by  the  conira-guemllas  In  the  monung  you  see 
the  relatnes  earning  the  coffins.'  said  Martin  Glasenapp.  a  worker  for  Medico  International,  a  German 
human  rights  orgamzation 

They  are  shot  dead  in  the  street.'  he  said  "The  ofRcial  version  is  always  the  same:  Unknown 
accident.' " 

On  December  29,  1992.  Helsinki  Watch  released  a  78  page  report  entitled  Broken  Promises  Torture  and 
Killings  Continue  in  Turkey  It  is  a  devastating  report  of  bnitalitv  and  barbarism,  including  killings  by  Turkish 
secunt\-  forces  (death  squads)  on  an  orgamzed  scale  and  the  assassination  of  165  Kurdish  commimity  leaders  in 
southeast  Turke\ 

As  a  matter  of  law.  Turkey  is  presently  ineligible  for  foreign  aid  imder  Sections  116  and  502B  of  the 
Foreign  Assistance  Act  of  1 96 1 .  as  amended,  because  of  its  "consistent  pattern  of  gross  violations  of  intemationallv 
recogmzed  human  nghts"  against  us  Kurdish  rmnonty. 

Money  authorized  by  this  comimttee  is  directh  connected  with  Turkey's  attacks  on  its  Kurdish  citizens 
We  urge  this  committee  to  disassociate  itself  from  the  Executive  Branch  in  this  matter  bv  not  authonzing  aid  for 
Turke\ 


Persian  Gulf  War 

The  Persian  Gulf  War  demonstrated  that  Greece,  not  Turkey,  is  the  strategic  key  to  the  projection  of  US 
power  in  the  Eastern  Mediterranean  and  Persian  Gulf    The  NATO  naval  base  in  Suda  Ba> .  Crete,  is  the  ke\  base 
for  the  projection  of  Umted  States  power  in  the  Eastern  Mediterranean  and  the  Persian  Gulf  through  the  Si.vih 
Fleet  and  is  far  more  important  to  U.S.  strategic  interests  than  all  the  listening  posts  and  bases  in  Turkev 
President  Bush  recognized  the  importance  of  Suda  Bay  by  his  histonc  msu  to  the  Suda  Bay  base  in  July.  1991 

Turkey  sat  on  the  sidelines  throughout  Desert  Shield,  refusing  to  send  any  forces  to  the  US  -led  Coalition, 
refusing  to  authonze  a  second  land  front  from  Turkey  (see  Hash.  Post.  Jan  16.  1991.  at  A6.  col  5).  and  refusing 
to  allow  the  use  of  the  NATO  air  base  at  Incirlik.  Turkey- 
Desert  Storm  began  on  January  16.  1991  It  was  not  until  over  48  hours  after  the  air  war  had  begim  on 
Januan  16.  1991.  and  only  after  the  Iraqi  air  force  and  air  defenses  had  been  neutralized  and  the  US  had 
achieved  air  supenonty .  that  Turkey  allowed  a  lirmted  number  of  sorties  out  of  the  Incirlik  NATO  air  base  Onlv 
one  out  of  twenty  coalition  sorties  originated  in  Turkey,  and  these  were  clearly  unnecessary  The  Turkish  militar. 
and  Turkish  public  opinion  opposed  the  use  of  Incirlik  NATO  air  base. 

Regarding  the  two  oil  pipelines  from  Iraq  through  Turkey  to  the  Mediterranean  coast.  Iraq,  not  Turke\. 
closed  the  first  oil  pipeline  and  reduced  the  flow  of  oil  through  the  second  by  75  percent  for  lack  of  customers 
Turkey  refused  to  act  to  shut  off  the  second  pipeline  until  after  the  U.N  Secunty  Council  passed  resolution  661  on 
August  6.  1990  (Wash  Post.  Aug  8.  1990.  at  A12,  col.  4).  (Dther  countries  acted  nght  away. 

Further,  we  did  not  need  Turkey  to  halt  the  remaining  25%  of  the  second  pipeline  since  the  naval 
blockage  would  hav  e  prevented  any  movement  of  Iraqi  oil  from  Turkey's  Mediterranean  port  if  there  had  been  anv 
customers  Turkev 's  President  Ozal  admitted  this  in  a  news  conference  on  June  7.  1991  in  Istanbul  when  he  stated 
"If  Turkey  had  not  imposed  an  embargo  and  shut  the  pipeline  it  would  have  led  to  a  blockade  "  (Associated  Press. 
June  7.  1991  ) 
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Turkey  had  no  choice  but  to  close  the  remaining  pipeline  once  the  Secunt>'  Council  acted  Otherwise,  she 
would  have  been  in  Molauon  of  Secunt>  Council  Resolution  66 1  and  Article  25  of  the  United  Nauons  Chancr. 
which  requires  member  slates  to  comply  with  Secunt>  Council  resolutions  By  failing  to  implement  S  C  Res  661. 
Turkey  would  have  jeopardized  her  relations  with  the  rest  of  the  nauons  who  supported  S  C  Res  661.  including 
the  US.  and  the  sigiuficant  economic  relations  and  aid  from  the  US.  other  countries  and  international 
orgamzaiions. 

Turkey's  proponents  stress  that  Turkey  closed  its  206-mile  border  with  Iraq  In  reality,  the  border  was 
never  fully  closed.  There  was  large-scale,  openly  organized  smuggling  along  the  Turkey-Iraq  border  (See  it'all 
Si  Jour..  Oct  30.  1990.  at  1,  col  1;  Turkish  newspapers.  Sabah.  Sept.  3,  1990.  and  Cumhunyei.  Sept.  22.  1990. 
and  the  weekly  magazine.  Yuzil.  Sept  9.  1990  ) 

Turkey's  proponents  also  assert  that  Turkish  troops  "tied  down"  100.000  Iraqi  forces  Again,  the  reality  is 
olhcHMSC  The  Iraqi  troops  were  stationed  along  the  Syrian  and  Turkish  borders  in  Northern  Iraq  before  the 
invasion  of  Kuwait  and  Iraq  had  no  plans  to  mo\e  them  south  Those  troops  had  to  be  kept  there  in  order  to 
control  the  Kurds  and  check  the  Syrians. 

While  Turkey  delayed  support  for  the  US  imitated  freeze  on  commercial  dealings  with  Iraq  and 
negotiated  for  compensation,  and  sat  on  the  sidelines  throughout  Desert  Shield  (Aug  2.  1990-Jan  16.  1991)  the 
Mitsotakis  go\emmeni  of  Greece  gave  fiill  support  to  Desert  Shield/Desert  Storm.  Greece; 

(1)  immediate!)  condemned  Iraq's  aggression: 

(2)  authonzed  from  the  first  day  of  the  crisis  the  use  of  the  Suda  Bay  naval  base  to  pro\ide 
operational,  logistical  and  command  support  for  the  U.S.  Sixth  Fleet  24  hours  a  da> . 

(3)  authonzed  the  use  of  the  US  air  base  at  Suda  bay  to  provide  similar  support  to  the  US 
Air  Force  in  the  build  up  of  U  S  air  power  in  Saudi  Arabia  and  other  Persian  Gulf  countries. 

(4)  authonzed  militar\  o\erflights  and  base  access  generally  (the  extraordinary  number  of  o\cr 
thirty-two  thousand  (32.000)  military  overflights  of  Greece  occuned  dunng  Dcscn 
Shield/Desen  Storm). 

(5)  joined  the  coalition  forces  and  sent  two  naval  frigates  to  the  Persian  Gulf,  and  ofifered  air 
combat  patrols  and  medical  facilities. 

The  Greek  merchant  manne  played  a  substantial  role  in  the  movement  of  cargo  to  the  Persian  Gulf  for  the 
US  and  allied  forces.  The  Greek  merchant  manne  is  an  important  asset  for  US  and  NATO  interests  that  is  often 
overlooked  in  considering  the  relative  strategic  and  military  values  of  Greece  and  Turke\ 

Operation  Desen  Shield/Desen  Storm  demonstrated  that  Turkey  is  fundamentally  irrelev  ant  for  protecting 
the  oil  resources  in  the  Persian  Gulf  and  of  limited  value  for  US  national  secunty  interests  in  the  present  post- 
Cold  War.  post-Persian  Gulf  era 

The  war  proved  that  what  is  necessary  for  the  protecuon  of  oil  resources  in  the  Persian  Gulf  is; 

(1)  the  cooperauon  of  the  Gulf  states  with  the  US  by  authonzing  U  S  air  and  land  bases 
in  those  countnes.  not  in  Turkey. 

(2)  the  use  of  the  na\  al  base  at  Suda  Bay.  Crete, 

(3)  the  use  of  the  Bnttsh  bases  in  Cyprus:  and 

(4)  the  use  of  the  US  naval  base  and  facilities  in  Diego  Garcia  in  the  Indian  Ocean 

David  C  Momson.  in  a  comprehensive  article,  discussed  in  detail  the  US  base  faciliues  in  the  Persian 
Gulf  countnes.  (See  SationalJournal.  March  23.  1991,  at  675.) 
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Turkey  Is  Greece's  Primao  Security  Threat 

Today  and  for  decades.  Greece's  national  securitv'  problems  stem  from  its  neighbor  Turkey.  Turkey's 
aggression  in  Cyprus  and  occupauon  of  almost  40%  of  the  island.  Turkey's  threats  against  Greece  regarding  the 
Aegean,  backed  up  b>  its  Arm\  of  the  Aegean  of  125.000  troops  with  landing  craft  aimed  at  Greece'  Aegean 
Islands,  its  ouUandish  claims  to  one-half  of  the  Aegean  and  Turkey's  threats  against  Greece  regarding  Western 
Thrace,  the  Former  Yugosla\  Republic  of  Macedonia,  m  Albama  (re  Northern  Epirus)  and  the  Balkans  generally, 
make  Turkey  Greece's  pnman  secunty  problem 

Cyprus 

Cyprus  IS  also  imponant  to  the  US  It  is  strategically  located  in  ihe  Eastern  Mediterranean  The  Bntish 
bases  on  Cyprus  were  very  important  in  the  Persian  Gulf  War.  more  important  than  the  US  faciliues  in  Turkey 
and  the  NATO  air  base  in  Incirlik.  Turkey  The  Govenmient  of  Cyprus  cooperated  fully  with  the  U  S  and  the 
Coalition  forces 

The  "Tilt  Towards  Turkc\" 

The  State  and  Defense  Department's  continuing  pro-Turkey.  anti-Greece  bias—  the  "lilt  to\vards  Turkey"— 
has  been  and  is  harmful  to  the  interests  of  the  United  States  and  raises  senous  questions  of  ( 1)  competence  and  (2) 
the  undue  influence  of  Turkc>'s  several  US  "agents  of  influence"  registered  with  the  Justice  Department  The 
number  of  US.  persons  imolved  is  o\er  a  dozen 

Lawrence  Stem,  a  former  Washington  Post  diplomatic  correspondent  and  foreign  news  editor,  stated  in 
his  book  The  Wrong  Horse  published  in  1977  that 

"One  of  the  most  important  keys  to  an  understanding  of  the  Cyprus  muddle 
is  the  realization  thai  the  Umied  States,  far  from  being  a  disinterested  broker 
to  the  disputes  of  the  past,  was  a  deeply  involved  participant,  "(page  7) 

The  United  States  pro-Turke> .  anti-Greek  bias,  the  appeasement  of  Turkey's  numerous  \ lolations  of  law 
and  the  double  standard  on  the  rule  of  law  as  applied  to  Turkey: 

•  have  harmed  and  continue  to  harm  US  interests  in  the  Balkans  and  Eastern  Mediterranean;  and 

•  have  put  Greece,  an  important  and  loyal  ally,  at  increased  secunty  nsk.  parucularK  from  Turke> 

The  record  of  the  State  Department  and  Defense  Department  "till  towards  Turkey"  is  clear  and  long 
standing  li  goes  back  at  least  to  1974  and  Turkey's  invasion  of  Cyprus  The  following  are  24  examples  of  the  "Tilt 
Towards  Turkc\:" 

1  the  failure  to  accord  Greece  a  proper  role  in  the  Balkans: 

2  equating  the  Skopje  regime,  a  new  nation  of  little  strategic  or  political  value  to  the  US  .  with  Greece,  a 
long  time  important  and  proven  strategic  and  political  ally  of  the  Umted  Slates,  who  fought  as  allies  with  the  US 
in  four  wars  in  this  centun.  who  gave  the  communists  their  first  defeat  by  arms  in  the  1946-1949  Greek  Civil  War 
and  who  is  the  strategic  key  for  the  US  in  the  Balkans  and  Eastern  Mediterranean. 

3  the  failure  of  the  State  Department,  led  by  Henry  Kissinger,  to  enforce  our  own  laws  against  the  use  b\ 
Turkc\  of  Amencan-supplied  arms  and  equipment  for  its  aggression  against  Cyprus. 

4  the  strenuous  lobbying  efforts  of  the  State  and  Defense  Departments  to  prevent  the  rule  of  law  embargo 
enacted  by  Congress  in  December  1974. 
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5  the  iniroducuon  by  the  State  Department  in  Februan  1975.  of  legislation  to  overturn  the  embargo  and 
the  massi\e  lobbying  efforts  b>  Slate.  Defense  and  the  White  House  which  succeeded  in  October  1975  in  a  parual 
lifting  of  the  embargo. 

6.  the  double  standard  on  the  rule  of  law  as  applied  to  Turkey  firom  1974  to  date  Turke\  in  its  invasion  of 
Cyprus  violated  more  laws  than  Iraq  did  in  its  invasion  of  Kuwait  Turkey  violated  the  same  provision  of  the 
United  Nations  Charter.  Article  2.  paragraph  4.  as  Iraq  However.  Turkey  also  violated  the  Nonh  Atlantic  Treaty 
(the  Preamble  and  Article  I),  the  Geneva  Convention  of  1949.  the  European  Convention  on  Human  Rights  and  the 
UN  Declaration  of  Uiuversal  Rights  in  addition  to  the  US  laws  it  violated: 

7  the  failure  from  1974  to  1981  to  give  the  Karamanlis  government  any  substantial  help  regarding 
Turkey's  occupation  of  almost  40%  of  Cyprus. 

8  President  Carter's  violation  of  his  specific  campaign  pledges  regarding  Cyprus  and  the  rule  of  law.  his 
doubling  of  aid  to  Turkey  and  his  massive  lobbying  effort  to  overturn  the  embargo,  which  succeeded  in  1978  by  a 
208-205  vote  in  the  House  and  a  57-42  vote  in  the  Senate. 

9  the  failure  of  Slate  and  Defense  to  adhere  to  the  7-10  military  aid  rauo  enacted  b>  the  Congress  as  part 
of  the  legislation  which  lifted  the  rule  of  lavs  arms  embargo  in  1978-1992  President  Clinton  overruled  State  and 
Defense  in  199.1  and  1994  and  kept  faith  with  the  Greek  Amencan  commumty  on  thai  parucular  campaign 
promise  -  -  a  relatively  easy  one  since  Congress  had  always  supported  the  7-10  military  aid  ratio 

10  the  12  point  proposal  on  Cyprus  put  forward  by  the  Coimselor  of  the  State  Department.  Matthew 
Nimciz.  which  included  a  provision  (paragraph  5)  for  the  18%  Turkish  CvTanol  minontv  to  have  a  veto  o\er  all 
legislation!  Can  you  imagine  the  outcry  if  the  United  States  proposed  such  veto  rights  for  the  18%  white  rmnonty 
in  South  Afnca 

11  the  continuation  of  grant  economic  aid  to  Turkey; 

12.  the  failure  of  State  to  put  any  pressure  on  Turkey  regarding  Cyprus  dunng  the  sc\cral  economic  and 
political  cnses  in  Turkey: 

13  the  failure  to  pursue  Mgorously  the  issue  of  the  5  missing  Amencans  and  1.614  missing  Greek 
Cypnots. 

14  the  failure  to  take  action  against  Turkey's  monstrous  desecration  of  churches  and  cultural  rape  in  the 
occupied  area  of  Cyprus  (See  Chnstos  P  loarmides.  In  Turkey's  Image  The  Transformation  of  Occupied  C\xirus 
into  a  Turkish  Province  ) 

15  since  money  is  fungible,  the  financing  of  Turkey's  occupation  of  Cyprus  by  our  militan  and  economic 
aid  to  Turkey  : 

16  the  actions  of  successive  State  Department  Cyprus  Coordinators,  particularly  Nelson  Ledsky.  in 
pressunng  the  Greek  Cypnots.  the  victims  of  aggression,  to  accept  an  undemocratic  constitution  and  solution. 

17  the  failure  to  take  any  effective  action  against  Turkey  for  its  several  actions  in  suppon  of  the  Soviet 
military  (see  supra). 

18  the  failure  of  State  to  take  effective  action  against  Turkey  for  its  continuing  involvement  in  the  illegal 
drug  trade: 

19  the  failure  to  call  for  enforcement  of  UN  General  Assembly  and  Security  Council  resolutions  against 
Turkey: 

20  a  number  of  votes  in  the  UN  Secunty  Council  to  prevent  adverse  resolutions  against  Turkey. 
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21.  the  substantial  lobbying  effort  in  the  Congress  by  the  State  and  Defense  Departments  which  succeeded 
in  preventing  the  passage  of  Senator  Dole's  Armenian  genocide  resolution  S.J.  212  introduced  on  September  29, 
1989. 

22  excusing  Turkey's  horrendous  human  nghls  \iolalions  in  Turkey  against  its  own  citizens  generally 
and  parucularh  against  its  20%  Kurdish  nunonty  (10-12  million)  by  continuing  military  and  economic  aid  in 
violation  of  the  Foreign  Assistance  Act  of  1 96 1 .  as  amended: 

23  the  failure  to  take  action  against  Turkey  for  its  embargo  against  Armema  including  the  prevention  of 
humatutanan  relief,  and 

24  the  failure  to  take  action  against  Turkey  for  its  refusal  to  co-sponsor  the  US  imtiative  in  the  UN  to 
revoke  the  infamous  resolution  equating  Ziomsm  with  racism    Turkey  abstained  on  the  vote. 

The  State  and  Defense  Department  policies  and  actions  towards  Turkey  and  Greece  these  past  decades  is  a 
dark  chapter  m  their  histon.  a  chapter  of  shame  and  disloyally  which  has  damaged  US  mterests  and  wasted 
billions  of  taxpayer  dollars  It  is  a  stain  on  the  honor  and  integnly  of  State  and  Defense  and  the  stain  will  not  be 
removed  until  the  pro-Turkev .  anti-Greece  policies  of  State  and  Defense  are  changed 

Turkey's  L'.S.  "Agents  of  Influence" 

For  over  three  decades  the  Turkish  Government  and  its  US  "agents  of  influence"  have  conducted  a 
substantial  and  carefullv  orchestrated  disinformation  and  propaganda  campaign  Just  the  declared  lobbving  budget 
of  the  Turkish  govcnuneni  for  fees  in  1993  was  close  to  four  million  dollars  It  hired  in  1981  for  lobbving  and 
dealing  with  the  media.  Grav  &  Company,  acquired  later  by  Hill  and  Knovvlton.  one  of  the  leading  public  relations 
and  lobbving  firms  in  the  United  States    Turkev  pays  that  firm  $1,100,000  in  fees  a  year 

Hill  &  Knovvlton  was  also  hired  to  represent  the  Skopje  regime  by  the  Canadian  Macedoman  Societv  an 
association  of  Canadian  businessmen  from  the  Skopje  area,  with  offices  in  Toronto.  Canada,  for  CS  166.666  68 
annuallv  Hill  &  Knovvlton  arc  skilled  propagandists  with  a  record  of  distorting  the  truth  The  agreement  filed 
with  the  Department  of  Justice  was  signed  on  September  3.  1991.  with  the  term  of  the  agreement  commencing 
August  1 .  1991.  prior  to  the  secession  of  FYROM  from  the  Republic  of  Yugoslavia. 

In  1989.  Turkey  also  hired,  at  the  request  of  Richard  Perle.  former  Assistant  Secretary  of  Defense  for 
Secuntv  Affairs,  at  $875,000  a  year.  International  Advisors.  Inc  .  a  lobbving  orgamzation  imtiated  by  the  same 
Richard  Perlc.  who  received  $48,000  in  fees  in  1989  from  the  organization  according  to  their  reports  filed  with  the 
Department  of  Justice  The  staff  of  International  Advisors  consists  of  six  persons,  all  of  whom  are  former  staff 
assistants  from  the  State  and  Defense  Departments  and  the  National  Secunty  Council  In  January.  1990.  Turkev 
added  yet  another  lobbving  firm.  McAuliffe.  Kelly.  Rafaelli  &  Seimans.  at  an  annual  fee  of  $800,000 

In  1993.  the  long-time  chicf-of-staff  of  the  House  Foreign  Affairs  Comimttee.  John  Bradv.  retired  Turkev 
promptly  hired  him  as  still  another  U  S  "agent  of  influence  "  Brady  went  with  Capitolinc  International  Group. 
Ltd  Also  in  1993.  Turkey  hired  Arnold  &  Porter  at  $300,000  a  year 

Turkev's  propaganda  campaign  has  been  all  pervasive  They  have  made  a  particular  effon  to  suppress  and 
minimize  unpleasant  facts  about  Turkey's  conduct  such  as  Turkey's  active  support  of  the  Soviet  military,  its  general 
lack  of  reliabilm  as  an  allv.  its  minor  militarv.  strategic  and  secunty  value  to  the  Umied  States,  and  its  horrendous 
and  infamous  human  nghts  record 

1  have  often  wondered  how  an  Amencan  can  become  a  foreign  agent  for  Turkey  and  work  to  cover-up 
Turkey's  horrendous  human  nghls  cnmes.  including  kidnapping  5  Amencans  at  gun  point,  taking  Amencan 
propcrrv  and  Turkey's  unreliabilitv  as  an  ally  South  Africa  had  difficulty  in  hinng  US  foreign  agents  to  defend 
its  racist  policies  and  violations  of  human  nghts    Turkey  has  not  had  such  difficulties 

Since  monev  is  fungible,  from  last  year's  authonzation  by  this  committee,  four  million  ia.xpayer  dollars 
wenttopav  Turkev's  US  "agents  of  influence  "  We  urge  zero  authonzation  this  year 
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We  ask  the  valid  question  Who  is  formulating  and  running  US.  foreign  pohcv—  the  President  and 
Congress  as  envisioned  by  the  Constitution  or  Turkey's  US  "agents  of  influence"  and  the  handful  of  career 
oSicials  in  State  and  Defense  influenced  bv  them  "^ 


Attack  bv  State  Department  Officials  on  President's  Constitutional  Authority  in  Foreign  Affairs  and  Cover- 
up  bv  State  Department  Officials  of  FYROM  Blunders 

We  now  have  the  spectacle  of  anom-mous  State  Department  o&lcials  attacking  the  President  and  his 
constitutional  authonty  to  run  foreign  policy  by  giving  selected  and  incomplete  information  and  misinformation  to 
the  New  York  Times,  the  Washington  Post,  and  other  media. 

The  brazen  and  insubordinate  attacks  on  the  President's  constitutional  authority  and  role  in  foreign  afifairs 
by  a  handful  of  anonymous  State  Department  ofificials  is  also  an  attack  on  the  constitutional  role  of  this  Comtmnec 
and  the  Congress 

Part  of  the  purpose  of  the  officials  involved  is  to  cover-up  the  faulty  policy  positions  and  actions  of  the 
State  Department  since  September  1991  regarding  the  Former  Yugoslav  Republic  of  Macedoma  (FYROM) 

New  York  Times  reporter  Ste\en  Greenhouse,  in  an  article  in  the  April  19.1994  NY  Times,  (at  A6.  col 
3).  with  the  headline  "Slate  Department  Criticizes  White  House  on  Macedoma  Ties."  wrote: 

"In  an  open  nft  with  the  White  House.  State  Department  officials  contend  that  the  adimmstration 
is  bowing  to  pressure  from  Greek-Amencans  in  delaying  a  decision  to  establish  full  diplomatic  relations 
with  the  former  Yugoslav  republic  of  Macedoma 

Several  State  Department  officials  complained  in  interviews  that  while  Washington  had 
recognized  the  republic,  the  delay  in  sending  an  ambassador  there  was  strengthening  Greece's  resolve  to 
maintain  its  trade  embargo  against  Macedoma.  a  delav  that  many  officials  say  dangerously  heightens 
tensions  in  the  Balkans." 

A  "State  Department  official  who  spoke  on  condition  of  anonyimty"  complained  that  the  White  House 
was: 

/'looking  at  this  through  a  narrow  domestic  political  framework     The  State 
Department  has  urged  President  Clinton  to  send  an  ambassador  to  Macedoma 
because  he  prormsed  in  February  to  establish  full  diplomatic  ties  once  it 
fulfilled  certain  conditions    Those  included  recognizing  the  borders  of  its 
neighbors,  establishing  a  free-market  system  and  hononng  the  United  Nations 
economic  embargo  against  Serbia    Macedoma  has  met  all  of  these  condiuons. 
Slate  Department  officials  say." 

We  believe  ihe  anonymous  State  Department  officials  mislead  Mr  Greenhouse 

1  by  failing  to  disclose  to  him  that  the  position  of  the  Greek  Amencan  community  was  in  full  support  of 
the  Umted  States  position  in  December  1991  and  Jime  1992  when  the  Bush  Admimsiraiion  endorsed  the  European 
Conunmuty's  conditions  for  recognition,  and  that  presidential  candidate  Clinton  had  fiillv  endorsed  those 
conditions  in  a  strongly  worded  campaign  statement  on  October  2.  1992  Those  conditions  are  as  follows: 

•no  use  of  the  word  Macedonia: 

•constitutional  and  political  guarantees  against  temtonal  claims;  and 

•no  hostile  propaganda 
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2.  bv  failing  to  disclose  lo  him  that  the>  had  pressured  the  White  House  to  have  the  President  break  his 
suppon  of  the  EC  position  and  his  campaign  pledge  ; 

3.  by  failing  to  disclose  to  him  that  President  Gligorov.  a  key  communist  aide  to  Yugoslavia's  dictator 
Tito,  was  actually  continuing  the  communist  policies  of  Tito  aimed  at  Greece  b> : 

•  his  adoption  of  the  name  Maccdoma  instead  of  Vardar  Banovina.  the  name  he 
grew -up  with. 

•  the  insertion  in  the  preamble,  article  ^  and  article  49  of  the  Constitution  of 
language  clearly  e.vhibiting  temtonal  designs  on  Greece's  northern  pro\incc  of 
Macedoma: 

•  the  provocative  action  in  August  1992.  less  than  r»o  months  after  the  June  27. 1992  EC  and  U  S  action 
setting  forth  conditions  for  recogiution.  of  the  adoption  of  the  Greek  Star  of  Vergina.  the  s\Tnbol  of 
Philip  and  his  son  Alexander  the  Great,  for  their  new  flag,  and 

•  the  continuation  of  the  propaganda  campaign  against  Greece. 

4  by  failing  to  inform  him  that  the  US  opposed  the  change  of  name  of  Yugosla\ia's  southern  province 
b>  Tito  from  Vardar  Banovina  to  Macedoma  in  1944  -  45. 

5  by  oimtting  to  inform  him  that  Slate  Department  ofificials  in  September  1991.  when  the  Skopje  regime 
seceded  from  the  Republic  of  Yugosla\ia.  failed  to  take  action  to  inform  the  new  nation  that  the  L'  S  objected  to 
the  use  of  the  word  Macedonia  in  their  name,  as  we  had  done  in  1944/1945.  failed  to  object  to  the  language  in  the 
proposed  Constitution  implung  temtonal  designs  and  failed  to  object  to  the  continuation  of  the  Tito  communist 
propaganda  campaign  against  Greece,  initiated  in  1944-45.  of  which  Gligorov  was  a  pan.  which  campaign  has 
conunued  to  date,  and 

6  by  failing  to  inform  Mr  Greenhouse  that  a  number  of  distinguished  commentators,  including  Leslie 
Gelb.  The  New  York  Times  columnist  and  former  diplomatic  correspondent  and  member  of  its  editonal  board. 
B  C  Cutler,  the  foreign  affairs  colurrmist  for  Scnpps  Howard  News  Semce.  CM  Woodhouse.  Bnush  histonan 
and  former  member  of  Parliament,  and  Christopher  Hitchens  of  Nation  magazine,  agree  with  Greece's  position 

On  March  30  and  March  31.  1994.  Washington  Post  columnist  Jim  Hoagland  wTOte  two  op-ed  arudcs 
attacking  Clinton's  position  on  FYROM  and  the  "Greek  Lobby  "  The  State  Department  officials  similarly  failed  to 
disclose  to  Hoagland  the  points  made  abo\e  Mr.  Hoagland  and  the  State  Department  cannot  accuse  the  E  C  and 
Messrs  Gelb.  Cutler.  Woodhouse  and  Hitchens  of  bowing  to  Greek  Amencan  pressure 

The  State  Department  in  us  efforts  to  cover-up  its  blunders  regarding  FYTIOM  also  fed  an  old  falsehood  to 
Hoagland  that  Greece  had  temtonal  designs  on  FYROM 

State's  omissions  include  the  failure  to  disclose  that  the  most  senous  threat  to  FYROM's  existence  is 
internal,  from  the  large  Albaman  minonty  (30%  plus),  not  external  Gligorov  has  not  accorded  the  Aibamans  an 
adequate  political  role  (See  K.amm  N  Y. Times.  May  5.  1994  at  A 15.  col  1).  The  Aibamans  do  not  care  about  the 
name  "Macedoma." 

The  Hoagland  article  is  also  an  example  of  the  "old  boy  network"  relationship  between  the  press  and 
career  Slate  Department  ofificials  whereb>  the  press  hawks  the  views  of  State  in  exchange  for  tips,  leaks,  etc 

The  Stale  Department's  and  Hoagland's  attacks  on  Greek  Amencans  are  a  form  of  McCanh\ism  It  is 
iromc  ihat  the  State  Department,  the  key  MCiim  of  McCarth>ism.  is  the  imtiator  of  the  smear  attack  on  Greek 
Amencans.  suggesting  that  Greek  Amencan  concerns  and  arguments  are  not  valid  without  even  discussing  their 
menis.  and  impKing  that  Greek  Amencans  are  not  considenng  what  is  in  the  best  interests  of  the  United  States  in 
this  issue 
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The  New  York  Times  ediional  of  April  30.  1994.  is  another  example  of  the  effort,  orchestrated  by  State 
(and  Defense)  to  cover-up  their  own  blunders  regarding  FYROM  by  feedmg  the  Times  editorial  board  State's  half- 
truths  and  misinformation  regarding  the  issue  The  Times  editonal  contains  etlmic  slurs  and  a  McCarthvite  attack 
on  Greek  Amencans  The  editonal  made  disparaging  references  to  "the  Greek-Amencan  lobby"  and  the  "Greek 
lobb\"  without  one  word  of  discussion  on  the  ments  of  the  position  taken  by  Greek  Amencans  The  public 
desenes  a  higher  standard  from  the  N.Y  Times  Do  Jewish  Amencan  concerns  disqualify  Amencan  Jews  from 
taking  pan  in  the  policy  debate  relating  to  Israel  or  Afncan  Amencans  from  the  debate  on  South  Afnca'' 

Similarly  the  Washington  Post  editonal  of  May  W.  1994  refers  "to  an  assenixe  Greek  lobby"  without  any 
comment  or  discussion  of  the  merits  of  the  position  of  Greek  Amencans  While  the  editonal  cnucized  Greece's 
actions.  It  did  state  that  FYROM  "boldly  overreached  in  its  choice  of  nationalist  symbols  and  rhetonc." 

The  State  Depanment  has  used  and  misused  the  media  on  this  issue. 

The  "Macedonia"  Issue 

The  "Macedoma"  issue  is  one  in  which  the  arguments  for  the  United  States  and  European  Communm 
(EC)  not  to  recogmzc  the  Skopje  regime  under  the  name  Macedoma  are  substantial  and  when  compared  to  ihc 
arguments  of  the  Skopje  regime.  ?re  ovenvhelming  and  determinative  The  EC  in  December  1991  and  in  June 
1992  listed  conditions  for  the  recognition  of  the  Skopje  regime,  including  no  use  of  the  word  "Macedoma"  m  its 
name,  the  adoption  of  constitutional  and  political  guarantees  ensunng  that  it  has  no  temtonal  claims  against 
Greece  and  a  halt  to  the  propaganda  campaign  against  Greece 

In  August  1992.  after  the  EC  action  the  Skopje  regime  in  a  highly  pro\ocati\e  action  adopted  the  Greek 
Star  of  Vergina  on  its  flag 

The  US  concurred  in  the  EC  positions  in  December  1991  and  in  June  1992.  Presidential  candidate 
Clinton  also  supponed  those  positions  in  the  following  statement  on  "Issues  of  Special  Concern  to  the  Greek 
Amencan  Community"  released  on  October  2.  1992 

"/  support  the  recent  decision  h\  the  European  Community  which  agreed  to  recognize 
the  southernmost  former  Yugoslan-  Republic  as  an  independent  state  provided  its  name  does  not 
include  "Macedonia  "  For  man\  Amencans.  the  question  of  the  use  of  the  name  "Macedonia" 
may  seem  hard  to  understand  At  the  close  of  World  War  II.  the  use  of  this  name  for  the 
southern  part  of  Yugoslmia  was  labeled  b\  our  then  Secretary  of  State  "as  a  cloak  for  aggres.iive 
actions  against  Greece  "  and  could  again  become  a  source  of  instability  and  conflict. 

The  United  States'  position  must  be  clear  If  this  new  nation  wishes  to  receive  American 
recognition,  it  must  first  accept  the  principles  of  the  Helsinki  Final  Act.  satisfy  its  neighbors  and 
the  world  communitx'  thai  its  intentions  are  peaceful  and  abide  by  the  European  Communit\'s 
decision  which  rejects  the  use  of  the  name  Macedoma  A  Clinton  Administration  will  stand  by 
these  principles  and  ensure  that  Greece's  legitimate  concerns  are  met  " 

Yet  the  State  Department,  al^er  the  November  1992  presidential  election,  with  former  Acung  Secretan  of 
State  LawTencc  Eagleburger  in  the  lead,  tned  to  reverse  US.  policy  dunng  the  transition  with  the  argument  that 
stability  in  the  entire  region  will  be  enhanced  by  supporung  the  Skopje  position  That  argument  was  clearl> 
unsupponable  by  facts  or  logic  and  has  been  pro\en  illusory  National  Secunty  AdMSor  General  Brent  Scowcroft 
adMsed  against  any  change  in  policy  and  President  Bush  rejected  the  State  Department's  advice 

However  the  US  and  the  EC.  which  had  listed  conditions  on  recogmiion.  let  the  Skopje  regime  join  the 
Umted  Nations  on  Apnl  8.  199:^  without  getting  the  name  and  the  other  matters  changed  ahead  of  ume  The 
Skopje  regime  entered  the  UN  under  the  name  "The  Former  Yugoslav  Republic  of  Macedoma "  (FYROM)  with 
the  proMso  that  Greece  and  the  Skopje  regime  negotiate  the  issue  of  the  name,  the  wording  of  the  consuiution.  the 
symbols  including  the  star  of  Vergina  added  to  FYROM's  flag  in  August  1992.  and  the  propaganda  campaign 
stemming  from  Skopje. 
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The  ke\  point  is  that  the  issue  should  not  have  progressed  to  its  present  stage.  In  September  1991.  when 
the  Skopje  regime  seceded  from  Yugoslavia  along  with  3  other  Republics  of  Yugoslavia,  the  US  faced  a  dilemma 
The  Skopje  ofTicials  called  their  new  stale  "Macedoma."  the  name  the  Commurust  leader  of  Yugoslavia.  Marshal 
Tito,  had  given  the  southern  most  province  of  Yugoslavia  in  1945  Tito  changed  it  from  Vardar  Bano\nna  as  pan 
of  his  aggressive  intentions  against  Greece  and.  in  particular,  his  aim  of  taking  Salonika,  the  major  Aegean  seaport 
and  transit  center  for  Balkan  goods  and  commerce  The  name  Vardar  BanoMna  makes  sense  because  the  area  of 
this  province  of  Yugoslavia  is  centered  in  the  Vardar  Vallev 

Greece  naturally  objected  to  the  usurpation  of  a  famous  and  historical  Greek  name  which  is  also  the  name 
of  Its  northern  province.  Macedonia,  and  expressed  concern  over  the  Preamble  and  Articles  3  and  49  of  the 
Skopjian  regime's  constitution  which  imply  temtonal  claims  against  Greece,  the  use  of  Greek  symbols  and 
continuing  barrage  of  anti-Greek  propaganda  and  temtonal  claims  imuated  by  Tito  in  1945 

This  issue  IS  a  major  foreign  policy  one  for  Greece  and  a  minor  one  for  the  US.  What  did  the  Umted 
States  do  regarding  this  issue  in  September  1 99 1 '  And  what  should  it  have  done'' 

The  United  States  did  little  at  that  time  What  our  government  should  have  done  in  the  early  days  and 
weeks  of  this  issue  in  its  own  self-interest  was  to  tell  the  Skopje  ofiTicials  through  diplomatic  channels  that  the 
United  Slates  would  not  recognize  the  Skopje  regime  with  a  name  which  included  the  word  Macedoma.  that  the 
position  the  US  took  on  December  26.  1944.  in  denouncing  "talk  of  Macedoman  'nauon'"  as  "unjustified 
demagoguerv "  aimed  at  "aggressive  intentions  against  Greece."  was  correct  and  proper  then  and  correct  and  proper 
now.  and  that  we  would  veto  any  effort  by  the  Skopje  regime  to  seek  Umted  Nations  membership  using  the  word 
"Macedoma"  in  its  name 

The  United  States  should  also  have  informed  them  in  the  early  days  and  weeks  of  this  issue  that  if  the 
Skopje  regime  did  not  publiclv  change  the  name  within  a  reasonable  time,  that  the  US  would  go  public  in  us 
opposition  to  the  name,  the  offensive  constitutional  language  and  symbols  and  the  propaganda  campaign 
emanating  from  Skopje. 

On  February  9.  1994.  President  Clinton  on  the  recommendation  of  the  State  Department  (and  Defense 
with  concurrence  of  NSC),  recognized  the  Former  Yugoslav  Republic  of  Macedoma  (FYROM)  in  direct  violation 
of  his  campaign  pledge  issued  October  2.  1992  The  Clinton  Adrmmstration's  recogrution  of  FYROM  is  harmful 
to  American  interests  in  the  Balkans  and  Eastern  Europe  The  statement  by  the  White  House  Press  Secreian  that 
"This  action  will  promote  stability  in  the  region"  is .  and  has  been  proven,  clearly  erroneous  and  unsupportable  bv 
facts  or  logic    It  is  a  flawed  premise 

We  find  incomprehensible  the  advice  from  the  State  and  Defense  Departments  to  President  Clinton  which. 
in  effect,  equates  the  Skopje  regime,  a  new  nation  of  little  or  no  strategic,  political,  or  economic  importance  to  the 
US.  with  Greece,  a  long-time  proven  strategic  and  political  ally  of  the  United  States,  who  fought  as  allies  with  the 
US  in  four  wars  in  this  centurv.  who  gave  the  communists  their  first  defeat  by  arms  in  the  1946-49  Greek  Civil 
War.  a  turmng  point  in  the  struggle  against  commumsm.  and  who  is  the  strategic  key  for  the  US  in  the  Balkans 
and  the  Eastern  Mediterranean 

The  outcry  of  the  Greek  Amencan  community  against  President  Clinton's  recogmtion  of  FYROM  on 
Februan  9.  1994.  in  violation  of  his  campaign  pledge,  caused  the  White  House  to  hold  up  temporanly  on  its 
declared  "intent  to  establish  full  diplomauc  relations"  with  FYROM  The  adnumstraiion  has  withheld  sending  an 
Ambassador  to  Skopje  and  in  subsequent  statements  and  dunng  the  official  visit  of  Pnme  Mimster  Papandreou  to 
Washington.  President  Clinton  has  said  that  he  would  continue  his  hold  on  sending  an  Ambassador  to  FYROM 
until  "progress"  was  made  on  differences  with  Greece. 

It  should  also  be  noted  that  on  March  8.  1994.  Assistant  Secretary  of  State  for  Europe  Stephen  Oxman 
publiclv  attacked  Greece's  trade  embargo  on  FYROM  (other  than  food  and  medical  supplies)  which  was  in  reaction 
to  the  US  recogmtion  of  F^TIOM  Yet  m  comparison,  at  no  ume  over  the  past  2  1/2  years  has  the  Slate 
Department  publicly  attacked  any  of  FYROM's  provocative  policies  aimed  at  Greece  including  the  adoption  of  the 
Greek  Star  of  Vergma  for  it's  flag  in  August.  1992 
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On  March  9.  1994.  the  President  said  it  had  been  decided  to  send  a  "special  envoy"  to  Skopje  What  does 
that  mean''  What  wil  the  duties  be  of  a  special  envoy'  Will  he  be  a  mediator'  Will  it  be  to  put  pressure  on 
Skopje''  Or  will  it  be  to  continue  the  pressure  being  applied  to  Greece  by  the  State  Department ' 

On  March  18.  1994.  Mi  Matthew  Nimetz  was  named  as  the  "special  envoy  "  After  \nsiting  Athens  and 
Skopje,  he  stated  that  no  progress  had  been  made  Nimetz  said  that  he  found  the  issues  between  the  two  countnes 
to  be  complex  and  that  the  "differences  are  not  easily  overcome "(  This  is  the  same  Matthew  Nimetz.  who  as 
counselor  of  the  Sute  Department,  proposed  in  1978  an  undemocratic  constitution  for  Cyprus  in  which  the  18% 
Turkish  Cypriot  minority  had  veto  power  over  all  legislation.) 

Mr.  Nimetz  is  wrong.  The  issues  are  not  complex  and  they  can  be  overcome  if  the  United  States  acts 
properly  in  pressunng  Skopje  and  not  Athens.  It  is  now  clear  that  part  of  Mr  Nimetz's  job  is  to  pressure  Greece 

We  don't  need  a  "special  en\oy  "  That's  what  we'\'e  had  on  the  Cyprus  issue  since  1978  and  successive 
ones,  particularly  Nelson  Ledsk^.  have  been  more  active  over  the  years  in  pressunng  the  Greek  Cypnot  victims 
rather  than  the  Turkish  and  Turkish-Cypnot  aggressors. 

The  naming  of  a  special  envoy  is  part  of  the  effort  to  put  additional  pressure  on  Greece  and  a  smoke 
screen  to  divert  attention  away  from  the  President's  violation  of  his  specific  campaign  pledge  when  he  recognized 
FYROM  on  the  advice  of  the  State  and  Defense  Departments 

What  we  do  need  is  a  forthright  statement  by  President  Clinton  that  he  will  adhere  to  his  specific 
campaign  pledge,  that  recognition  of  FYROM  was  a  mistake  and  that  he  will  carry  out  his  specific  campaign 
pledge  by  stating  that  no  further  movement  regarding  diplomatic  relations  with  Skopje  will  be  made  until  FVROM 
meets  the  conditions  set  forth  by  the  European  Commtmity  on  June  27.  1992.  endorsed  bv  the  Umted  Stales  at  that 
lime  and  endorsed  by  candidate  Clinton  on  October  2.  1992:  and  the  further  condition  of  the  removal  of  symbols 
which  imply  territorial  claims,  and  that  no  aid  to  FYROM  will  be  forthcoming  until  the  conditions  are  met:  and 
fiuther  that  no  authonzauon  will  be  made  for  funding  any  diplomatic  posiuons  as  set  forth  in  H  R  3994.  until  the 
conditions  are  met. 

25  Reasons  Whv  The  United  States  In  Its  Own  Self-interest  Should  Support  Greece's  Position  Regarding 
FYROM 

Following  are  25  reasons  why  the  US.  in  its  own  self-interest,  should  support  Greece's  position  Included 
in  these  reasons  is  the  fact  that  the  Skopje  regime  is  of  little  or  no  mililarv  or  strategic  importance  to  the  Umied 
States  while  Greece  is  of  substantial  nulitarv'  and  strategic  importance  to  the  U.S. 

1.  There  is  no  unqualified  umversally  accepted  rule  of  international  law  that  authorizes  a  state  to  name  itself 
anvihing  it  wants. 

2  It  is  not  proper  for  a  country  which  is  part  of  a  region  to  define  itself  in  an  official  manner  as  representing 
the  whole  region: 

3  The  Macedonia  issue  stems  from  the  secessionist  Skopje  regime's  naming  itself  in  the  most  provocative 
way  possible  as  the  so-called  "Republic  of  Macedoma"  and  requesting  world-wide  recogmuon  President  Kjro 
Gligorov  of  Skopje.  Tito's  protege,  can  end  the  problem  ovenught  by  reinstating  the  name  the  Skopje  area  had  in 
1944-Vardar  Banovina.  the  name  that  Gligorov  grew  up  with  before  Tito  changed  it. 

4  Tito  changed  the  name  of  the  Skopje  area  in  1944  from  Vardar  Banovina  to  Macedoma  as  part  of  the 
commumst  campaign  against  Greece  to  gain  control  of  Greece's  northern  province  of  Macedoma  and  the  main 
pnze  of  the  major  Aegean  port  city  of  Salonika. 

5.  The  northern  province  of  Greece,  which  borders  the  Skopje  regime,  was  named  Macedoma  in  1912.  when 
the  area  was  liberated  from  Turkish  rule. 

6.  Macedonia  is  a  Greek  name  in  ongin.  Its  use  in  Ancient  Greece  as  the  Kingdom  of  Macedoma  of  Philip  II 
and  Alexander  the  Great,  even  then  denoted  a  region,  not  a  nauonalitv  Macedomans.  like  Athenians.  Spartans, 
people  from  Crete  and  Cvprus.  were  Greeks: 

\ 
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7.  Greece  is  of  substantial  importance  to  the  national  secunn  interests  of  the  United  States  (see  supra); 

8.  The  Skopje  regime  is  of  little  or  no  importance  to  the  national  sectirit>  interests  of  the  United  States; 

9.  Greece,  the  onlv  full  democrac>  in  the  Balkar«  and  with  the  strongest  economy  in  the  Balkans  can  play  an 
important  role  in  bnnging  democracy,  stability  and  economic  progress  to  the  Balkans  --  fundamental  US  polia 
aims 

10  There  is  no  Macedonian  race  The  usage  of  Macedoman  as  a  nationality  was  an  invention  of  the 
commumst  dictator  Tito  in  1944  as  pan  of  his  campaign  against  Greece  to  gain  control  of  Greece's  province  of 
Macedoma  and  the  main  prize  of  the  major  port  city  of  Salonika  The  population  of  the  area  of  FYROM  is 
composed  of  40-45%  Slavs.  30%  Albanians.  10%  Greeks.  10%  gypsies  and  others  (See  arucle  by  CM 
Woodhouse.  in  the  Christian  Science  Monitor.  October  28.  1992.  p.  19.  Mr  Woodhouse.  a  noted  histonan  and 
former  member  of  Parliament,  served  Bntain  in  Greece  dunng  and  after  WWII  ). 

11  The  Umted  States  opposed  the  use  of  the  name  Macedonia  by  Tito  in  1944  and  we  should  continue  to 
oppose  It  now  In  a  Circular  Airgram  (868  014.  Dec.  26.  1944)  Secretary  of  State  Edward  R  Stettimus.  Jr..  stated 

"This  Government  considers  talk  of  Macedoman  'nation.'  Macedonian  'Fatherland.'  or  Macedoman  'national 
consciousness'  to  be  unjustified  demagoguerv'  representing  no  ethmc  nor  political  reality,  and  sees  in  its  present 
revival  a  possible  cloak  for  aggressive  intentions  against  Greece  The  approved  policy  of  this  Government  is  to 
oppose  an\  revival  of  the  Macedoman  issue  as  related  to  Greece.  " 

12  Stettimus'  airgram  was  prophetic  because  Tito  and  Stalin  did  initiate  aggressive  action  against  Greece 
United  States  policv-  was  to  protect  the  temtonal  integrity  of  Greece  from  a  communist  takeover  That  was  the  kev 
issue  and  reason  for  the  Truman  Doctrine  and  aid  to  Greece  in  1947; 

13.  Skopje's  actions  and  Greece's  reactions  must  be  seen  in  the  context  of  Moscow's  and  Tito's  support  of  the 
commumsts  in  Greece's  civil  war  in  1946-49.  Tito  supplied  arms  and  food  to  the  Greek  commumsts  from  bases  in 
the  Skopje  region  of  Yugoslavia  with  the  full  support  of  Stalin; 

14  Tito's  and  Stalin's  actions  against  Greece  resulted  in  the  death  of  over  50,000  Greeks.  500.000  homeless 
and  25.000  Greek  children  were  kidnapped  The  Skopje  regime  and  its  commumst  leadership,  including  G'igorov. 
were  in  the  forefront  of  Tito's  efforts  against  Greece. 

15.  Greece's  defeat  of  the  commumst  insurgencv  in  the  Greek  Civil  War.  1946-1949  (see  supra); 

16.  Greece  played  an  important  role  in  the  Allied  victory  in  World  War  II  (see  supra); 

17.  The  ancient  Macedomans  were  Greeks,  as  all  histoncal  and  archaeological  evidence  demonstrates; 

18  The  visits  of  President  Kiro  Gligorov .  former  commumst  party  apparatchik  and  Tito  protege,  to  the  U  S 
are  carefiilly  stage-managed  by  Hill  &  Knowlton.  the  public  relations  and  lobbving  firm  which  is  also  the 
registered  foreign  agent  for  Turkey  While  Gligorov  was  in  the  United  States.  Skopje's  brazen  propaganda 
campaign  against  Greece  continued,  including  "commemorative"  bank  notes  depicting  the  famous  "White  Tower" 
of  Salonika,  and  the  publishing  of  maps  of  "Macedonia"  which  encompass  one-fourth  of  mainland  Greek  temton 
In  August.  1992.  many  months  after  their  secessiomst  action  and  following  the  conditions  set  fortli  by  the  EC  and 
concurred  in  by  the  Umted  States,  their  parliament,  in  a  highly  provocative  action,  voted  to  appropnate  the  Greek 
Star  of  Vergina  of  Alexander  the  Great  as  their  symbol  on  their  flag  Skopje's  propaganda  campaign  long  precedes 
the  breakup  of  Yugoslavia    It  started  with  Tito  in  1945  and  has  continued  to  date, 

19  The  most  senous  threat  to  FYROM's  existence  is  internal,  from  the  large  Albaman  minonr.  (30%  plus), 
not  external  (See  K.amm.  NY  Times.  May  5,  1994  at  A15,  col.  1); 

20  The  Preamble  and  articles  3  and  49  of  the  constitution  of  the  Skopje  regime  contain  objectionable 
language  which  cite  the  status  of  "Macedoman"  people  in  neighbonng  countries  and  states  that  the  Skopje  regime 
(Macedoma)  "cares  for  the  status  of  persons  belonging  to  the  Macedoman  people  in  neighbonng  countries,  and 
promotes  links  with  them  " 

21  Names  have  a  powerful  significance.  They  are  used  for  territorial  claims  and  interference  in  the  internal 
affairs  of  one's  neighbors. 
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22.  Greece  has  no  claim  to  the  territor\'  of  the  Skopje  regime  and  would  welcome  trade  ties  and  good  neighbor 
relations,  which  the  Skopje  regime  needs,  if  the  regime  changes  its  name  Through  a  Greek  imtiative.  Skopje's 
four  neighbors.  AJbama.  Serbia.  Bulgaria  and  Greece  reaffirmed  the  inviolability  of  their  borders  with  the  Skopje 
regime: 

23  Recognition  of  the  Skopje  regime  under  the  name  of  Macedoma  will  prove  destabilizing  for  the  region 
and  harmful  to  United  States  interests  It  is  best  to  prevent  a  cnsis  rather  than  to  have  to  respond  to  it. 

24.  On  Jime  27.  1992.  the  European  Community'  announced  a  unanimous  acceptance  of  the  Greek  position 
that  the  Skopje  regime  should  be  granted  recogmtion  only  if  the  word  "Macedonia"  was  not  included  m  its  name 
The  European  Council  stated  that 

"It  expresses  its  readiness  to  recognize  that  republic  (Skopje)  within  its  e.xisting  borders  according  to 
its  Declaration  on  16  December  1991  under  a  name  which  does  not  include  the  term  Macedoma  " 

The  December  16.  1991  Declaration  of  the  EC  set  forth  the  following  3  conditions  that  Skopje  is  required  to 
commit  itself  to  pnor  to  recognition 

(1)  to  adopt  constitutional  and  political  guarantees  ensuring  that  it  has  no  territorial  claims 
towards  a  neighbonng  community  state: 

(2)  that  It  will  conduct  no  hostile  propaganda  acti\ities  versus  a  neighbonng  conimumt>  state: 
and 

(3)  that  it  will  not  make  use  of  a  denomination  which  implies  territorial  claims 

25  Greece,  a  major  Umted  States  ally  in  the  Persian  Gulf  War  and  in  this  centiuy  (in  W  W.l.  WW  11.  in  the 
histonc  defeat  of  the  communists  in  1 946-49  and  in  Korea)  has  earned  the  full  support  and  loyalty  of  the  Umted 
States  in  this  matter    It  is  in  the  interests  of  the  United  States  to  give  that  support  and  loyalty 

23    Reasons  Whv  H  Is  Not  In  The  Interests  Of  The  United  States  to  Give  Military  And  Economic  Aid  to 
Turkev 

Each  of  the  following  t\vent>-three  reasons  is  enough  to  halt  militar.  and  economic  aid  to  Turke>.  and  se\cral 
of  them  justiiy'  economic  sanctions  against  Turkey. 

1  Turkey's  human  rights  \iolations  in  Turkey  against  its  own  citizens  generally  and  in  particular  against 
Its  12  million  Kurdish  citizens  who  constitute  a  20%  nunonty.  (See  the  78  page  Helsinki  Watch  Report.  Broken 
Promises:  Torture  and  Killings  Continue  in  Turkev.  released  on  Dec  29.  1992.  the  Freedom  House  Annual  Suac> 
for  1991.  the  Human  Rights  Watch  Report  released  in  January.  1992.  the  Humanitanan  Law  Project  Report.  "The 
Current  Conflict  Between  Turkish  Armed  Forces  and  the  Kurds  of  Southeast  Anatolia."  July  17.  1991.  the  Helsinki 
Watch  Report.  "Den>ing  Human  Rights  and  Etluuc  Ideniit>-  The  Greeks  in  Turkey."  March  1992.  the  Report  of 
the  Association  of  the  Bar  of  the  City  of  New  York  on  "Torture  in  Turkey:  TTie  Legal  System's  Response."  45 
Record  6-131.  1990.  the  se\eral  Amnesty  International  reporis  on  Turkey,  and  the  op-ed  page  article  by  Jack 
Healy.  executive  director,  and  Maryam  Elahi.  program  officer.  Amnesty  International,  in  the  Hash.  Post.  Jan.  5. 
1993,  A15.  Also  see.  "Cyprus  and  the  Rule  of  Law."  at  footnote  122.  page  62).  Helsinki  Watch  "recommends  that 
the  Umted  States  end  all  militarv  and  security  assistance  to  Turkey  until"  Turkey  stops  its  "consistent  pattern  of 
gross  human  nghts  abuses "  (See  Helsinki  Watch  Report  Broken  Promises:  Torture  and  Killings  Conunue  in 
Turkev,  Dec.  29.  1992) 

For  two  recent  items  see  the  lengthy  ariicle  by  Jeri  Laber.  the  E.xecutive  Director  of  Human  Rights  Watch' 
Helsinki,  tilled  "The  Hidden  War  in  Turkey,"  New  York  Re\iew  of  Books.  June  23.  1994  at  47.  which  details  the 
horrendous  human  nghts  \iolations  by  Turkey  against  the  Kurds,  and  Coleman  McCanh>'s  column  in  the 
Washington  Post.  June  7.  1994.  at  CIO,  col. 4,  in  which  he  wrote  of  the  harrowing  expenences  in  Turkey  of 
Katluyn  Porter,  a  human  nghts  worker  and  wife  of  Congressman  John  Porter  (R-IL). 

(jermany  halted  for  the  second  time  military  aid  to  Turkey  because  of  Turkish  armed  attacks  including  air 
sinkes  on  the  Kurds  in  Turkey  and  in  Iraq  utilizing  in  pan  German  military  equipment  (See  Reuters.  Apnl  7. 
1994)    The  Umted  States,  on  the  other  hand  supports  Turkey's  suppression  of  the  Kurds  (see  supra) 
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Turkey  challenged  basic  United  States  policy  toward  Iraq,  particularly  Operation  Provide  Comfort,  on 
behalf  of  the  Iraqi  Kurds,  when  the  foreign  nutusters  of  Turkey.  Iran  and  Syria  met  m  Ankara  on  Nov  14.  1992 
The  foreign  ministers  issued  a  strong,  blunt  attack  on  the  new  administration  of  Iraqi  Kurdistan  A  month  earlier 
the\  had  reiected  the  Iraqi  Kurdish  parliament's  declaration  envisioning  a  federalized  government  in  a  more 
democratic,  pluralistic  Iraq  (Murph\:  "Key  States  Warn  U.S.  CKer  Kurds  —  Turkey,  Iran.  S>Tia  Challenge  US. 
Role."  Hash.  Post.  Nov   15.  1992.  at  A33.  col.  1.) 

2.  Since  money  is  fungible.  United  States  aid  subsidizes  the  costs  to  Turkey  of: 

(a)  Turkey's  illegal  occupation  of  37  7%  of  Cypitis; 

(b)  the  dozen  or  more  foreign  agents  Turkey  employs  in  the  United  States  for  close  to  $4  million  annually. 

(c)  part  of  the  costs  of  Turkey's  125.000  Army  of  the  Aegean  aimed  at  Greece's  Aegean   Islands,  and 

(d)  part  of  the  costs  of  the  Tufkish  military  which  is  used  to  suppress  Turkey's  Kurdish  minont>. 

Our  massi\e  aid  to  Turke>  since  the  remaining  partial  embargo  was  lifted  in  1978  has  been  and  continues 
to  be  a  maior  obstacle  to  a  settlement  of  the  Cyprus  problem. 

3.  Turkey  is  of  mimmal  national  security  value  to  the  United  States  (see  supra). 

4  Turkey  is  an  unreliable  all>  who  aided  the  former  U  S.S.R.  militarily  (see  supra).  Turkey  also  refiised  to 
co-sponsor  the  United  States  imuative  in  the  UN  to  revoke  the  infamous  resolution  equating  Ziomsm  with  racism 
and  abstained  on  the  \ote 

5  Our  huge  public  debt  and  large  annual  budget  deficit  are  reasons  enough  not  to  give  Turkey  an>  of 
our  ta.\  dollars 

6  Our  enormous  domestic  needs  should  obMOush  take  precedence  o\'er  a  gi\eawa\  to  Turke\  Also  the 
office  of  the  United  States  Trade  Representative  (USTR).  in  a  recently  released  repwn.  esumaies  that  US 
compames  have  lost  close  to  a  quarter  of  a  billion  dollars  due  to  Turkey's  failure  to  protect  US  intellectual 
property  nghts.  (see  1994  National  Trade  Estimate  Report,  page  271) 

7.  Turkey's  abduction  of  fi\e  Americans  at  gun  point  in  1974  and  its  reftisal  to  release  or  account  for 
them,  and  the  1614  missing  Greek  Cypnots 

8  The  desecration  of  churches  and  the  cultural  rape  of  the  occupied  area  of  Cyprus  by  Turkish  forces 
(See  Chnstos  P  loaimides.  In  Turkey 's  Image  TTie  Transformation  of  Occupied  Cyprus  into  a  Turkish  Province. 
1991  ) 

9  The  taking  of  property  owned  b>  Amencan  citizens  in  the  Turkish  occupied  temtory  by  Turkish  forces 
and  the  illegal  Turkish  Cypnot  regime,  and  the  illegal  use  of  the  property  for  illegal  gains  I  would  estimate  that 
there  are  several  hundred  Americans  whose  property  has  been  illegally  taken 

10  The  end  of  the  Cold  War 

1 1  The  demise  of  the  Warsaw  Pact 

12  The  demise  of  communism  in  the  former  U. S.S.R. 

13  The  breakup  of  the  USSR. 

14.  The  lack  of  any  meamngfiil  threat  to  Turkey. 
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What  is  the  threat  to  Turke>  that  requires  inassi\e  US  militan-  aid''  It  makes  no  sense  for  the  US  to 
continue  to  send  huge  amounts  of  nulitarv-  aid  to  Turkey  with  the  end  of  the  Cold  War.  the  demise  of  the  Warsaw 
Pact,  the  reduction  of  forces  in  the  United  States.  NATO  and  the  former  USSR,  and  our  huge  budget  deficit  and 
enormous  domestic  needs  Arms  aid  and  econoimc  aid  to  Turke>'  should  be  ended  now 

In  the  past  few  years  Turkey  has  received  several  billion  dollars  in  rnilitary  aid  and  excess  defense  articles 
sent  to  Turkey  by  the  US.  and  German>  Desert  Storm  equipment  and  weapons  left  in  Turke>  by  Germam  and 
surplus  weapons  sent  since  the  war  alone  amounted  to  a  billion  and  a  half  dollars 

IS  Turkey's  numerous  violations  of  law  stemimng  from  its  invasion  of  Cyprus  in  1974.  which  violations 
continue  to  date: 

a.  the  Umted  Nations  Charter  preamble  "that  armed  force  shall  not  be  used,  save  in  the  common  interest" 
and  article  2  paragraph  4  which  states  that  "all  members  shall  refrain  in  their  international  relations  from  the 
threat  or  use  offeree  against  the  temlonal  integnty  or  political  independence  of  any  state,  or  in  any  other  manner 
inconsistent  with  the  purposes  of  the  United  Nations  "  UN  Charter  article  2(4)  is  the  provision  Iraq  violated  by  its 
invasion  of  Kuwait: 

b.  the  North  Atlantic  Treaty  article  1  which  states  that  "the  Parties  undertake  to  refrain  in  their 
international  relations  from  the  threat  or  use  of  force  in  any  manner  inconsistent  with  the  purposes  of  the  Umted 
Nations." 

c.  the  human  nghts  sections  116  and  502B  of  the  Foreign  Assistance  Act  of  1961.  as  amended,  by  its 
actions  in  Cyprus,  a  number  of  which  are  continuing  and  substantial,  and  the  arms  sections  of  that  Act  and  the 
Foreign  Miliiarv  Sales  Act; 

d.  the  European  Convention  on  Human  Rights  (1950); 

The  European  Commission  on  Human  Rights,  in  its  report  dated  July  10.  1976.  regarding  x\\o  complaints 
filed  by  the  Cyprus  Government,  found  Turkey  guilty  of  \iolating  the  following  articles  of  the  European 
Convention  on  Human  Rights  by  its  actions  in  Cyprus 

( 1 )  Article  2-by  killings  of  innocent  civilians  committed  on  a  substantial  scale. 

(2)  Article  3-by  rapes  of  women  of  all  ages  from  12  to  71; 

'(3)  Article  3-by  inhuman  treatment  of  pnsoners  and  persons  detained. 

(4)  Article  5-by  deprivation  of  liberty  with  regard  to  detainees  and  missing 
persons-a  continuing  violation;  In  addition  to  the  5  Amencans  taken  b\  the  Turks, 
there  are  1.614  missing  Greek  Cypnots  out  of  a  total  of  570.000  Greek  Cypnots 

(5)  Article  8-by  displacement  of  persons,  creating  more  than  170.0(K)  Greek  Cypnot 
refugees,  and  by  refusing  to  allow  the  refugees  to  rettim  to  their  homes-a 
continmng  violation; 

(6)  Article  I  of  the  First  Protocol  to  the  Convention  -by  depnvauon  of  possessions, 
looting  and  robbery  on  an  extensive  scale. 

The  London  Sunday  Times  published  excerpts  of  the  report  and  stated  "It  amounts  to  a  massive 
indictment  of  the  Ankara  government  for  the  murder,  rape  and  looting  by  its  army  in  Cvprus  dunng  and  after  the 
Turkish  invasion  of  summer  1974"  (London  Sunday  Times.  Jan  23,  1977) 

In  a  second  report  dated  1983  regarding  a  third  complaint,  which  was  released  on  Apnl  3.  1992 
after  mne  years  of  delaving  tactics  bv  Turkey,  the  European  Comimssion  on  Human  Rights  again  found  Turkev 
guilty  of  continuing  violations  of  Articles  5  and  8  and  Article  1  of  Protocol  No  1  of  the  European  Con\  enuon 
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e  the  United  Nauons  Umversal  Declarauon  of  Human  Rights  (1948)  Violauons  of  the  European 
Declarauon  on  Human  Rights  also  constitute  \  iolations  of  the  comparable  articles  of  the  Universal  Declarauon  of 
Human  Righis. 

f  the  fourth  Geneva  Convention  of  1949  regarding  protection  of  cmlians  slates  m  secuon  111.  arucle  49 
that  the  occupying  power  shall  not  uansfer  or  transport  persons  from  their  own  country  to  the  occupied  lemtory 
There  are  toda\  an  esumated  80.000  illegal  colomsts/settlers  from  Turkey  in  the  occupied  part  of  C>prus 

g  Protocol  I  to  the  fourth  Gene\a  Convenuon  of  1949,  part  V.  article  85.  also  prohibits  the  transfer  of 
persons  from  the  occupying  powers  country  to  the  occupied  termor. . 

h  Arucle  IV  of  the  Treaty  of  Guarantee  under  the  London-Zunch  Agreement  of  1959-60  That  Treaty  did 
not  authonze  the  use  of  force  If  the  word  "acuon"  in  Arucle  IV  is  to  be  interpreted  as  authonzing  force,  then  that 
article  is  void  ab  iniUo  under  arucle  10.^  of  the  UN  Charter  as  contrary  to  the  Charter  (See  Da\id  Hunt  "Cyprus 
A  Study  in  Intemauonal  RelaUons"  1 1  (1980).  the  Montague  Burton  Lecture  in  the  University  of  Edinburgh  Hunt 
was  Bntain's  High  Commissioner  in  Cvprus  from  1965  to  1966:  see  also  Rossides.  "Cyprus  and  the  Rule  of  Law." 
17  Syracuse  Journal  of  Intemauonal  Law  and  Commerce  21.  at  pp  55-60  (1991);  and 

i  numerous  UN  General  Assembis  and  SecuntN  Council  Resoluuons  on  Cypms 

Turke\'s  violauons  of  law  are  extensively  discussed  and  documented  in  my  article.  "Cypms  and  the  Rule 
of  Law  " 

No  one  in  the  State  and  Defense  Departments  wants  to  talk  of  these  >iolations  of  law  by  Turke> 
which  arc  more  extensive  than  the  nolation.s  of  law  by  Iraq  in  its  invasion  of  Kuwait.  The  double  standard 
for  Turkey  must  end. 

The  Cypms  issue  is  one  of  aggression  and  land  grab  through  bmte  force  by  Turke>  in  \  lolauon  of  the  LK 
Charter  and  intemauonal  law  It  is  not  a  quesuon  of  minonty  nghts  The  substanuve  proposals  made  over  the  years 
by  the  Greek  C>pnots  encompass  the  language  of  the  Umversal  Declarauon  of  Human  Rights  and  ihc  European 
Convenuon  on  Human  Rights  Proiecuon  of  minonty  nghts  can  also  be  aided  by  allowing  for  appeal  to  outside 
instituuons  such  as  the  Umted  Nauons.  the  European  Commission  on  Human  Rights  and  the  Intemauonal  Court  of 
JusUcc  at  the  Hague  Turkey  and  Denktash  ha\  e  used  this  issue  to  create  an  excuse  for  their  apartheid  and  pamuon 
policies. 

16.  Turkey  and  the  Turkish  C>pnots  are  responsible  for  the  present  breakdown  in  the  UN  sponsored  talks 
and  were  responsible  for  the  breakdown  in  Nov  .  1992.  of  the  UN  sponsored  C>pms  talks  According  to  US 
Secrctar> -General  Boutros  Boutros  Ghali.  the  Greek  C>pnots  negotiated  "in  good  faith  and  in  conformir>  with 
intemauonal  law "  w  hile  the  Turkish  C\pnots  (backed  by  Turkes )  refiised  to  accept  the  L'N's  "set  of  ideas"  as  a 
framework  for  a  solution  The  Turkish  C>pnots  diverged  from  the  "set  of  ideas"  m  three  fundamental  areas  the 
concept  of  a  federation,  displaced  persons  and  temtonal  adjustments 

17  Turkey  has  failed  to  negouate  in  good  faith  a  Cypms  settlement  as  required  by  the  amendment  lifting 
the  remaimng  partial  embargo  in  1978  The  proMsions  of  the  onginal  embargo  should  therefore  be  implemented 
against  Turkey  In  1974  Turkey  Molated  SecUon  505(d)  of  the  Foreign  Assistance  Act  of  1961.  as  amended,  and 
Secuon  3(c)  of  the  Foreign  Military  Sales  Act.  by  the  misuse  of  Umted  States-supplied  arms  for  its  aggression  in 
Cypms.  see  Compuoller  General's  opinion  letter  of  October  7.  1974.  120  Cong  Rec  34.672  (1974)  and  the  seseral 
congressional  debates  from  September  through  December,  1974.  Lawrence  Stem.  The  Wrong  Horse  149  (1977) 

Turkey  and  the  Turkish  Cypnots  ha\e  failed  to  submit,  as  promised,  negouaung  proposals  regarding 
temtori.  consutuuonal  arrangements  and  refugees  since  1977  On  September  11.  1991.  in  Pans  the  Turkish 
Pnme  Mimster  reneged  on  understandings  that  had  been  conveyed  to  the  UN  Secretary  General  and  the  State 
Department  and  scuttled  plans  for  an  intemauonal  conference  favored  by  the  Umted  States 

18  The  Persian  Gulf  War  demonstrated  that  Greece,  not  Turkey,  is  the  strategic  key  to  the  projecuon  of 
United  States  power  in  the  Eastem  Mediterranean  and  Persian  Gulf  (see  supra) 


218 


19.  Operauon  Desen  Shield/Desen  Storm  demonstrated  that  Turke>  is  fundamentally  irreleNani  for 
protecting  the  oil  resources  in  the  Persian  Gulf  and  of  limited  %alue  for  U.S  national  secunt>  interests  in  the 
present  post-Cold  War.  post-Persian  Gulf  era  (see  supra) 

20  Turkey's  foreign  agents  now  tr\  to  justifi'  aid  by  saying  Turkey  can  be  influential  regarding  the  new 
southern  republics  of  the  former  USSR  That  argument  is  irrelevant  on  the  question  of  aid  to  Turkey  Turke> 
will  pursue  its  interests  regarding  these  new  nations  with  or  without  US  aid.  Secondh.  the  US  does  not  need  an 
intermediary  with  these  new  nations  Thirdh  we  do  not  need  to  create  a  new  Ottoman  Empire  in  that  region  or 
build  up  another  potential  Khomeim  or  Hussein  The  Turkish  government  actuatU  boasted  in  an  ad  m  the  Apnl 
29.  1992.  Hall  Street  Journal  that  it  could  become  a  "regional  superpower  the  most  influential  nation  in  a  vast 
area  stretching  from  the  Dzilmatian  coast  to  the  borders  of  China  "  (See  Rossides.  "Turkish  Deja-Vu".  Amencan 
Orthodoxy.  Ethics  and  Public  Policy  Center.  Winter.  1993.  page  9  ) 

The  idea  that  Turkey  could  serve  as  a  model  for  the  former  Soviet  Republics  in  Central  Asia  is  not  shared 
by  area  specialists  Bamen  Rubin.  Director  of  Columbia  Umversity 's  Center  for  the  Study  of  Central  Asia,  states 
that 

"the  main  obstacle  to  intelligent  polic\  making  in  Central  Asia  is  the  repetition  of  the  cold  war 
pattern  of  looking  for  a  threat  and  for  a  partner  against  that  ihreat-and  then  finding  that  the 
partner  has  a  regional  agenda  that  isn't  >ours  At  the  moment,  the  new  threat  perception  is  some 
kind  of  Iraman  fundamentalism  and  our  partner  is  so-called  secular  Turkc>  1  think  that  the 
Central  Asian  nations  are  not  going  to  be  the  passive  recipients  of  somebody  else's  models " 
(.\  )    Times.  Ma>  31.  1992.  page  16  col  2) 

Another  Columbia  Center  professor,  Edward  Allworih.  said  that  making  Turkev  the  model  was  a  "simple- 
minded  solution  to  a  ver\  complex  problem  "  (Ibid  ) 

Senator  Dermis  DeConcini  (D-A2)  said  "he  is  concerned  that  Washington  is  listemng  too  closelv  to  fears 
of  Islamic  rcMvahsm  voiced  for  political  reasons  by  old-guard  commumsis  still  m  power  in  several  states  "  He  "is 
also  cntical  of  the  Administration's  decision  to  meet  the  threat  of  Islarmc  rmlitancy  through  a  policv  of 
encouraging  Turkey  as  a  model  for  Central  Asia  "  Senator  DeConcini  stated  "Turkev  has  immense  problems, 
including  in  human  nghts  "  {.\  )    Times.  May  31.  1992) 

Actualh.  pan-Turkism  is  a  regional  threat  Shireen  T  Hunter.  Deputs  Director  of  Middle  East  Studies  at 
the  Center  for  Strategic  and  International  Studies,  states  that  a  major  regional  "phenomenon  is  the  reemergence  of 
extreme  and  potentially  irredentist  and  ex-pansiomst  nationalism,  most  noiablv  pan-Turkism  "  Hunicr  adds  "If 
continued  unchecked,  or  worse,  if  consciously  or  unconsciouslv  encouraged  b\  Western  policies  devised  for  the 
expediency  of  the  moment,  such  ideas  could  become  sure  recipes  for  regional  conflicts"  (15  Washington 
Quarterly,  al  58.  1992  ) 

Turkey's  continuing  human  nghts  violations  against  its  Kurdish  and  Greek  rmnontics  in  Turkev  and  its 
aggression  in  and  occupation  of  almost  40%  of  Cyprus  does  not  qualifv  ii  to  be  promoted  as  a  model  for  any  new 
nation  in  Central  Asia. 

21  (Typrus.  through  the  use  of  the  British  bases  in  the  British  Sovereign  Base  .^rcas  in  Cyprus,  the 
granting  of  overflight  nghts.  base  access  and  transit  assistance,  was  more  important  to  the  success  of  Desen 
Shield/Desen  Storm  than  Turkey 

Cyprus  provided  substantial  suppon  for  Desen  Shield/Desen  Storm  Cvprus  gave  immediate  and  strong 
suppon  for  the  U  S  condcmnauon  of  Iraqi  aggression  and  gave  full  and  strong  suppon  for  all  of  the  United 
Nations  resolutions  on  Iraq 

Cvprus  authonzed  military  overflight,  traitsit  assistance  and  base  access  Umted  Slates  and  allied  planes 
used  Cyprus  airpons  for  flights  related  to  the  war  effon 
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The  British  bases  in  the  British  Sovereign  Base  Areas  provided  operational,  logistical,  communications, 
and  command  support  for  British  and  alhed  forces  from  August  2.  1990  on  a  24-hour-a-day  basis,  and  were  and 
are  more  useful  than  all  of  the  bases  in  Turke> 

CSpnis  played  an  important  role  at  a  meeting  of  the  foreign  ministers  of  non-aligned  nations  in  Belgrade. 
Yugoslavia  on  Februarv  12.  1991.  in  blocking  a  resolution  that  cnticized  the  manner  in  which  the  Umted  States 
was  conducting  the  Desert  Storm  war 

The  Cyprus  merchant  manne  played  a  substantial  role  in  the  movement  of  cargo  to  the  Persian  Gulf  for 
the  coalition  forces 

22  The  Iraq/Kuwait  precedent  should  be  applied  to  Turkey/Cyprus  There  is  no  legal  difTerence  between 
Iraq's  aggression  against  Kuwait  and  Turkey's  aggression  against  Cyprus  and  the  factual  situation  is  remarkably 
similar    The  key  factual  difference  is  that  Kuwait  has  oil  and  Cyprus  does  not 

As  a  matter  of  law.  Iraq/Kuwait  and  Turkey/Cyprus  are  the  same  Both  Iraq  and  Turkey  violated  the 
United  Nauons  Chaner  article  2(4)  which  prohibits  the  use  of  force  or  threat  offeree  to  settle  differences  Turkev's 
aggression  has  been  compounded  o\ er  a  menty-year  penod.  a  fact  which  should  weigh  heavily  against  Turkey. 

Cyprus  IS  the  acid  test  of  the  Umted  States  Will  we  apply  the  rule  of  law  to  fncnd  and  opponent  alike  or 
will  we  continue  the  double  standard  for  and  appeasement  of  Turkey'' 

Failure  to  apply  the  rule  of  law  to  Turkey  as  it  was  applied  to  Iraq  gives  credence  to  the  charge  that  the 
Persian  Gulf  War  was  solely  for  access  to  Persian  Gulf  oil 

Enforcing  the  United  Nations  Charier  provisions  and  General  Assembly  and  Security  Council  resoluuons 
on  Cyprus  against  Turke\  would  demonstrate  that  the  era  of  a  double  standard  on  the  rule  of  law  and  aggression 
for  an  all\  is  over  It  would  add  the  imponant  ingredient  of  credibility  to  our  efifons  in  the  Persian  Gulf  and 
elsewhere  for  a  New  World  Order  The  precedent  value  for  the  rule  of  law  in  intemauonal  affairs,  added  to  the 
Iraq/Kuwait  precedent,  would  be  highlv  sigmficant 

23  The  United  States,  through  the  actions  of  the  then  Secretary  of  State  Henry  Kissinger,  bears  a  major 
responsibility  for  the  tragic  events  of  1974     The  New  York  Times  in  1974  charaacnzed  Kissinger's  policy  as 
having  "encouraged  Turkcv  to  intervene  on  the  island"  and  "illegal  appeasement  of  Turkish  aggression  "  fN  Y  T 
Sept   14.  at  28.  col.  I.) 


Albania 

Despite  the  demise  of  commumsm  in  Albania,  the  Albaman  goyemment  has  conunued  its  substanual 
violauons  of  the  human  nghts  of  us  Greek  minonty  Ethmc  cleansing  of  the  Greek  minonty  bv  the  Albaman 
authonues  has  been  going  on  for  almost  forty-five  years  The  Albanian  govemmeni  of  President  Sali  Bensha. 
using  the  shooting  of  an  Albanian  oETiccr  and  a  recriut  at  a  military  camp  by  outlaw  gunmen  on  Apnl  9.  1994  in 
Gjirokaster.  orgaiuzed  a  reign  of  terror  against  the  leadership  of  the  Greek  minonty  commumty 

On  the  preie.vt  of  invcstigaung  this  incident,  the  Albaman  government  arrested  appro.vimatelv  80  Greek 
commumty  leaders,  destroxed  the  offices  of  human  nghts  orgaruzations  of  the  Greek  commumty  and  conducted 
random  illegal  searches  of  Greek  homes  in  furthenng  Tirana's  program  of  ethmc  cleansing  Their  aim  is  to 
fnghten  the  ethnic  Greeks  in  the  southern  pari  of  Albama  (Northern  Epirus)  to  abandon  their  ancesual  homes  and 
flee  to  Greece 

In  early  June  1994.  the  Bensha  government  arrested  six  Greek  commumty  leaders  of  the  Greek  human 
nghts  orgamzation  OMONIA  on  trumped  up  charges  of  spying  for  Greece  and  possessing  arms  without  a  license 
These  charges  carrv  the  death  penalty  Nicholas  Gage,  the  disunguished  former  NY  Times  foreign  affairs 
correspondent  and  author  ofEleni .  vMoie  (Hellenic  Times.  Junel6.  1994,  pi) 
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"The  arrest  of  the  Omonia  Six  is  part  of  a  new  wave  of  intimidation  and  persecution 
launched  two  months  ago  against  the  Greek  minont>  by  Albanian  authonties.  Ethnic  Greelcs  in 
Albama  thought  their  long  mghtmarc  was  o\er  when  communism  collapsed,  but  the  Bensha 
government  continues  to  follow  the  repressive  policies  of  the  past  Onl>  pressure  from 
democratic  governments  a.id  human  nghts  orgamzations  will  influence  Tirana  to  end  the 
persecuuon." 

Amnesty  International  has  been  in  the  forefront  of  this  issue  and  has  wTitten  directly  to  the  Procurator 
General  of  Albama 

H.R.  3475.  H.  Con.  Res.  210.  H.R.  3994.  and  H.Con.Res.  122 

H.R.  3475.  the  rule  of  law  conditions  bill  inuoduced  by  Congressman  Robert  Andrews  (D-NJ)  for  himself 
and  RepresentaUNcs  John  Porter  (R-IL).  Mike  Bilirakis  (R-FL)  and  Carolyn  Maloney  (D-NfY).  with  22  co-sponsors 
to  date,  states  that  military  and  economic  assistance  may  not  be  provided  for  Turkey  until  the  President  certifies  to 
the  Congress  that: 

1 .  Turkey   has  released  or  accounted  for  the  5  Americans  kidnapped  at  gun  point  by 
Turkish  invasion  forces  in  1974  and  the  1.614  missing  Greek  Cypnots 

2.  The  churches  illegally  converted  to  mosques  have  been  restored  to  their  onginal 

condition  for  Chnstian  worship. 

3  All  Turkish  militan.  forces  and  colomsts  hase  been  remo\ed  from  Cyprus. 

4  The  former  Greek  Cypnot  area  of  FamagustaA'arosha  has  been  returned  to  the 

government  of  Cyprus  for  resettlement  of  displaced  persons. 

5.  sigmficant  progress  has  been  made  in  negotiations  towards  the  establishment  of  a  constitutional- 
democracy  based  on  majonty  rule,  the  rule  of  law  and  the  protection  of  minonr>  nghts. 

6  Turke\  is  in  compliance  with  the  UN  Charter.  The  North  Atlantic  Treaty  and  the  Helsinki  Final  Act  of 
the  Conference  on  Secunri  and  Cooperation  in  Europe,  and 

7.  Turkey  is  not  engaged  in  a  consistent  pattern  of  gross  Molations  of  internationally  recogmzed  human 
nghts  ' 

H.  Con.  Res.  210  (see  descnpuon  supra). 

H.R.  3944.  introduced  by  Congressman  Michael  Bilirakis.  prohibits  "the  establishment,  upgrading,  or 
expansion  of  any  consulate,  embassy,  mission,  or  other  post  of  the  Department  of  Stale,  and  any  increase  in  the 
number  or  level  of  positions  at  any  such  post"  in  FYROM 

"The  leaders  in  Skopje  ha\'e  continually  refused  to  relinquish  temtonal  claims  on  the  onginal  Macedoma. 
which  includes  the  Greek  province  of  Salomka."  Bilirakis  explained  "As  a  result,  an  extremely  volatile 
atmosphere  has  been  created  along  Greece's  northern  border  which  threatens  to  jeopardize  the  histonc  military  and 
cultural  relationship  between  the  Umled  States  and  Greece." 

Bilirakis  added  that  "the  establishment  of  diplomatic  relations  with  'FYROM'  would  be  a  senous  deterrent 
to  the  negotiation  process  and  would  impede  efforts  to  promote  a  solid  and  cooperati\e  relationship  between  those 
two  countnes  My  proposal  is  intended  to  pre\'ent  implementation  of  this  imsgiuded  policy,  while  eflbrts  continue 
to  ensure  a  peaceful  resolution  of  this  situation  " 

Congressman  Mike  Bilirakis  urged  the  House  Appropriations  Committee  to  prohibit  the  use  of  any  funds 
for  the  establishment  of  diplomatic  relations  between  the  Umted  States  and  the  "Former  Yugoslav  Republic  of 
Macedoma."  the  southernmost  region  of  the  former  Yugoslavia.    In  a  letter  to  Appropnauons  Chairman  David 
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Obc\ .  BJlirakis  asked  the  committee  to  include  pro\isions  in  the  FY  1 995  appropnations  measure  to  effectively 
prc\eni  the  Slate  Depanmcnt  from  establishing  formal  diplomatic  relations  with  that  republic 

Bilirakis  recently  called  on  the  House  Foreign  Affairs  Committee  to  closely  examine  the  underlying 
rationale  behind  Administration  policy  in  escalating  the  US  militan  presence  in  "FYROM  "  In  a  letter  to 
Foreign  Affairs  Chairman  Lee  Hamilton.  Bilirakis  stated  that  "the  Amencan  people  deserve  to  know  preciselx  wh\ 
our  troops  are  there,  what  their  mission  is.  how  long  a  deployment  is  contemplated,  whether  further  troops  will  be 
needed,  and  what  we  will  do  to  defend  our  growing  presence  " 

H.CoD.Res.  122.  introduced  by  Congresswoman  Carolyn  Maloney  fD-NY).with  82  co-sponsors  to  date, 
calls  on  the  United  States  to  "use  us  influence  as  a  permanent  member  of  the  United  Xations  Security  Council  lo 
support  the  efforts  of  Greece,  in  its  negotiations  with  the  Former  Yugoslav  Republic  of  Macedonia,  to  find  a 
solution  which  promotes  a  solid  cooperative  relationship  between  the.se  two  neighboring  countries  " 

lo  summary  for  the  reasons  stated  herein,  in  the  interests  of  the  Umted  States,  we: 
1.  oppose  military  and  economic  aid  to  Turkey: 
2  we  support  military  aid  for  Greece. 

3.  we  support  humanitanan  aid  for  Cyprus: 

4.  wc  oppose  assistance  to  FYROM: 

5.  we  oppose  assistance  to  Albama:  and 

6  we  call  for  heanngs  for  public  witnesses  on  H  R  3475.  H  Con  Res  210.  H  R 
3944.  H  Con. Res  122  and  on  US  foreign  policy  operations  regarding 

(a)  Turkey,  including  its  war  against  its  Kurdish  citizens,  its  twenty  year  occupation  of  Cyprus 
and  Its  actions  generally  in  the  Balkans,  including  the  rumored  supplying  of  arms  to  Bosnia. 

(b)  the  Former  Yugoslav  Republic  of  Macedoma,  (FYROM)  and  the  actions  of  the  State 
Department  since  August  1991. 

(c)  Albania's  human  nghts  \iolations  against  its  Greek  citizens,  and: 

(d)  the  State  and  Defense  Departments'  pro-Turkey.  anti-Greece  bias—  "the  tilt  towards  Turkcv  " 

Thank  vou.  Mr  Chairman 
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SUPSLEMENTAL  QUESTIONS  SUBMITTED  BY 

THE  SUBCOMMITTEE  ON  EUROPE  AND  THE  MIDDLE  EAST 

TO  THE  DEPARTMENT  OF  STATE 

AND  RESPONSES  THERETO 

MARCH  16,  1994 

U.S.  FOREIGN  ASSISTANCE  TO  EASTERN  EUROPE, 

THE  EASTERN  MEDITERRANEAN  AND  IRELAND 


I.    U.S.  ASSISTANCE 

(1)   Fiscal  Year  1995  Assistance  Budget  Request 

QUESTION  l:   In  FY  1993,  the  U.S.  provided  $152  million  in 
agricultural  conunodities  to  the  region  through  a  variety  of 
programs  —  GSM  credit  guarantees,  PL-480  Title  I  (concessional 
sales),  PL-480  Title  II  (emergency  programs).  Section  416(b) 
grant  aid  and  Food  for  Progress  (CCC  purchases) . 

Will  these  programs  continue  in  FY  1995? 

If  so,  at  what  level  of  funding? 

Which  of  the  countries  in  Central  and  Eastern 
Europe  continued  to  receive  food  and  commodity 
assistance  under  these  various  programs  in  FY 
1994? 

How  much  of  this  assistance  was  grant  and  how  much 
was  credit  guarantees? 

ANSWER  l: 


FY  1995 

Despite  increasingly  tight  food  aid  budgets,  we  would  lik* 
to  continue  a  variety  of  U.S.  food  assistance  programs  in 
FY  1995  in  cases  where  these  programs  can  fill  unmet  needs. 
Allocation  of  the  FY  1995  food  aid  budget  remains  in  the 
planning  stages.   No  country  allocations  have  been  made  to 
(late.   As  now  proposed,  the  world-wide  FY  1995  Title  I  budaet 
would  be  reduced  to  $376.0  million,  and  the  FY  1995  Title  II 
budget  would  drop  slightly  to  $773  million. 

Title  I  and  Food  for  Progress:   USDA  has  tentatively 
Identified  a  number  of  Central  and  Eastern  European  countries 
--  Albania,  Bulgaria,  Latvia,  Lithuania,  Poland  and  Romania  -- 
as  potential  candidates  fot  FY  1995  Title  I  and  Food  for 
Piogress  funding. 
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Title  II:   In  FY  1995  USAID  expects  to  continue  Title  II 
emergency  feeding  to  address  the  humanitarian  needs  of  the 
former  Yugoslavia. 

Section  416(b) :   Any  Section  416(b)  programs  for  FY  1995 
will  depend  on  the  availability  of  surplus  commodities,  which 
are  expected  to  be  limited.   Allocation  will  be  made  on  a 
world-wide  basis  based  on  priority  needs  at  the  time  the 
commodities  become  available. 

GSM:   USDA  will  continue  to  make  GSM  credit  guarantees 
available  in  those  markets  deemed  creditworthy. 

FY  1994 

The  FY  1994  food  aid  programming  year  is  still  under  way 
and  several  proposed  programs  have  yet  to  be  concluded.   The  FY 
1994  grant  programming  for  Eastern  Europe,  comprised  of  the 
Food  for  Progress  grant  to  Albania  and  Title  II  emergency 
feeding  to  the  former  Yugoslavia,  will  likely  reach  $108 
million.   Title  I  concessional  loans  may  total  $40  million. 
GSM-102  credit  guarantees  are  estimated  to  reach  $75  million. 

Title  I  and  Food  for  Progress:   Albania  is  expected  to 
receive  a  $15  million  Food  for  Progress  grant,  consisting  of 
wheat,  corn  and  sunflower  oil.   Croatia  will  most  likely 
conclude  a  $10  million  Title  I  concessional  loan  agreement  to 
purchase  U.S.  cotton.   In  late  February  Lithuania  signed  a 
Title  I  agreement  for  $10  million  in  soybean  meal.   Romania  may 
receive  a  $10  million  Title  I  loan  for  soybeans.   Slovakia  is 
expected  to  sign  a  Title  I  loan  for  $10  million  in  soybean 
meal.   Bulgaria,  Estonia,  Latvia,  and  Poland  were  all  offered 
Title  I  programs  in  FY  1994,  but  declined  to  accept  them. 

Title  II:   USAID  is  continuing  FY  1994  Title  II  emergency 
programming  to  the  former  Yugoslavia  at  the  same  level  of 
effort  as  the  escalated  FY93  program.   The  current  Title  II 
allocation  to  the  former  Yugoslavia  stands  at  $52.8  million, 
including  freight,  and  is  expected  to  rise  to  around  $93 
million  with  freight. 

Section  416(b) :   There  are  no  Section  416(b)  programs  in 
Central  and  Eastern  Europe  in  FY  1994. 

GSM:   In  FY  1994,  USDA  is  expected  to  provide  $75  million 
in  GSM-102  credit  guarantees  to  the  Czech  Republic  ($20 
million),  Hungary  ($20  million),  and  Slovenia  ($35  million). 
These  commercial  credit  guarantees" wi 11  facilitate  purchase  of 
U.S.  cotton,  feed  grains,  hides,  planting  seed,  protein  meals, 
rice  and  wheat . 
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QUESTION  2:   Your  FY  1995  Congressional  Presentation 
Document  breaks  down  the  Administration's  $380  million  request 
for  Building  Democracy  in  Eastern  Europe  into  four  categories: 

•  $241  million  —  or  63%  —  for  broad-based  economic 
growth ; 

•  $46.5  million  —  12%  —  for  building  democracy 
activities; 

•  $84.5  million  —  22%  —  for  improving  the  quality 
of  life;  and, 

•  $7  million  —  2%  —  for  other  activities. 

—    How,  if  at  all,  are  your  priorities  shifting  between 
these  four  areas  of  activity  when  you  compare  them  to 
spending  between  FY  1990  and  FY  1993? 

Is  it  accurate  that  you  are  roughly  doubling  the 
percentage  of  total  funds  that  will  go  to  building 
democracy  activities? 

You  are  also  increasing,  as  a  percentage  of  the  total, 
your  support  for  quality  of  life  programs.   Is  that 
accurate? 

What  new  activities  do  you  plan  to  support  in  these 
areas? 

What  is  the  rationale  for  this  shift  in  emphasis? 

What  programs  will  be  funded  less  as  a  percentage  of 
the  overall  program  in  FY  1995? 

ANSWER  2: 

We  are  increasing  the  level  of  funding  allocated  to 
building  democracy  activities  from  approximately  7.1%  in  FY 
1990-1994  to  approximately  12.9%  for  FY  1995.   New  programs  in 
FY  1994  and  in  FY  1995  deal  primarily  with  public 
administration  and  the  development  of  non-governmental 
organizations . 

Some  of  our  larger  privatization  programs  in  the  Czech 
Republic,  Poland  and  Hungary  will  be  winding  down  over  the  next 
two  years,  and  funding  for  the  Enterprise  Funds  in  Poland, 
Hungary  and  the  Czech  and  Slovak  Republics  is  nearly  complete, 
freeing  up  more  resources  for  democracy  programs. 

Funding  in  the  quality  of  life  area  is  increasing  because 
of  humanitarian  and  recons' ruction  needs  in  the  former 
Yugoslavia,  greater  emphasis  on  assisting  countries  to  develop 
the  means  to  provide  basic  social  services  consistent  with  a 
market  economy,  and  a  greater  emphasis  on  programs  in  the 
envi  ronment . 
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QUESTION  3:   During  his  trip  to  Prague  in  January  1994, 
President  Clinton  announced  several  new  initiatives  for  the 
Central  and  East  European  countries  including: 

•  a  major  new  democracy  program,  called  the 
Democracy  Network  to  strengthen  and  develop  non- 
governmental organizations; 

•  a  trade  and  investment  conference  to  focus  on 
increasing  private  U.S.  trade  and  investment  in 
the  region; 

•  greater  emphasis  on  social  safety  net  activities; 
and 

•  promotion  of  regional  infrastructure  improvements. 

How  much  specific  resources  from  the  FY  1994  SEED 
program  will  be  devoted  to  these  new  projects? 

—   Would  you  briefly  describe  the  content  and  goals  of  the 
"Democracy  Network"  initiative  announced  by  the 
President? 

When  do  you  expect  this  program  to  be  up  and 
running? 

How  will  the  Democracy  Network  differ  from 
existing  U.S. -funded  activities  in  the  democracy 
area? 

What  steps  do  you  plan  to  take  to  place  greater 
emphasis  on  social  safety  net  activities  in  Eastern  and 
Central  Europe  in  FY  1995? 

What  specific  steps  is  the  Administration  planning  to 
encourage  additional  U.S.  private  investors  into 
Eastern  Europe? 
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ANSWER  3: 

The  Democracy  Network,  announced  by  President  Clinton  in 
Prague  on  January  12,  will  help  deepen  the  roots  of  democracy 
in  Central  and  Eastern  Europe.   This  $30  million  program,  which 
will  last  three  to  five  years,  will  enlist  ^elected  American 
non-government  organizations  (NGOs)  to  cooperate  with  and 
support  similar  groups  in  the  region  involved  in  public 
policy.   These  NGOs  would  act  as  intermediaries  between 
citizens  and  their  governments,  would  monitor  the  activities  of 
government,  and  would  participate  in  the  formulation  and 
implementation  of  public  policy.   USAID  will  award  grants 
starting  in  late  spring.   Implementation  will  proceed  into 
summer. 

To  bolster  the  civil  societies  of  the  region,  the  Network 
will  work  with  local  groups  in  areas  such  as  social  reform, 
rule  of  law,  and  education.   The  Network  differs  from  other  of 
our  democracy-building  activities  primarily  in  its  emphasis  on 
developing  indigenous  NGO  capacity  and  supporting  cooperation 
among  peoples,  ethnic  groups,  as  well  as  NGOs  in  the  various 
countries  of  the  region. 

We  are  interested  in  helping  governments  of  the  region 

couple  economic  restructuring  with  restructuring  of  the  way 

social  services  are  provided.   We  have  been  engaged  in  the 

housing,  health,  and  labor  market  areas.   We  expect  to  review 

efforts  in  those  areas  as  well  as  other  areas,  such  as  pension 
reform  and  social  security  measures,  and  determine  where  we  can 
be  of  additional  help. 

In  light  of  our  limited  resources,  we  will  have  to  work 
together  with  the  World  Bank  and  other  donors  in  order  to 
amplify  our  impact. 

The  Administration  recognized  from  the  beginning  that  the 
rejuvenation  of  the  economies  of  Eastern  Europe  would  require 
more  than  aid  to  ensure  their  full  integration  into  the  Western 
system  of  trade,  payments  and  investment  flows.   As  a  result, 
we  have  supplemented  our  assistance  effort  --  which  itself 
supports  the  establishment  of  fully  functioning  market 
economies  --  with  equally  strong  efforts  to  improve  these 
countries"  access  to  Western  markets  and  private  capital: 

We  have  negotiated  bilateral  investment  treaties,  IPR 
agreements  and  double  taxation  treaties  to  guarantee 
property  rights  and  provide  a  secure  legal  framework  for 
continuina  investment  flows. 
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We  have  provided  direct  support  for  initial  investments 
through  direct  loans,  investment  and  loan  guarantees,  and 
project  development  services  from  EXIMBANK,  OPIC  and  TDA. 

We  have  also  sought  to  encourage  private  investment  flows 
through  our  assistance  program  under  the  SEED  Act. 

We  have  established  privately  managed  Enterprise  Funds  in 
Poland,  Hungary,  the  Czech  and  Slovak  Republics  and 
Bulgaria  to  promote  private  sector  development  through 
direct  loans,  equity  investments  and  technical  assistance, 
and  have  announced  Funds  for  Albania,  Romania,  and  the 
Baltics . 

Under  the  American  Business  Initiative,  we  have  also 
established  the  Eastern  Europe  Business  Information  Center 
and  four  other  programs  to  directly  help  small  and 
medium-sized  U.S.  firms  enter  the  Central  and  East  European 
Market . 

Finally,  we  are  now  preparing  for  a  conference  on  Trade  and 
Investment  in  Central  and  Eastern  Europe.   This  conference, 
which  was  announced  by  the  President  in  Prague,  will  bring 
together  investors  from  the  United  States  and  policy-makers 
and  company  managers  from  Central  and  Eastern  Europe.   Its 
purpose  is  to  identify  the  remaining  obstacles  to  private 
investment  in  Central  and  Eastern  Europe  and  to  alert 
Central  and  Eastern  European  leaders  to  the  potential  for 
U.S.  investment  in  their  countries. 
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QUESTION  4:   In  FY  1994,  the  Administration,  responding  to 
needs  on  the  ground  and  to  criticism  of  excessive  reliance  on  the 
regional  approach,  shifted  approximately  60%  of  SEED  funds  to  be 
allocated  on  a  country-by-country  basis. 

What  is  the  percentage  of  SEED  funds  in  FY  1995 
allocated  for  direct  bilateral  assistance  in  Central 
and  Eastern  Europe? 

How  much  of  your  total  FY  1995  program  will  be  handled 
at  the  regional  level? 

—  Could  you  describe  for  us  what  this  change  in  emphases 
—  from  regional  to  country  programs  —  has  meant  for 
these  programs? 

—  What  specific  changes  have  you  made  on  the  ground? 

ANSWER  4: 

In  fact,  the  percentage  of  regional  activity  and  bilateral 
activity  has  not  changed.   In  past  years,  at  least  85%  of  SEED 
funds  have  been  eventually  allocated  for  activities  developed  for 
and  provided  to  individual  countries  in  Central  and  Eastern 
Europe.   In  FY  1995,  we  expect  roughly  the  same  percentage  of 
funds  —  85%  —  to  be  allocated  to  country-specific  activities. 

What  has  changed  is  that  we  undertake  more  advance  planning 
and  budgeting  on  a  country  basis.   Our  programs  are  now  driven  by 
field-drafted  country  strategies  and  our  USAID  representatives 
approve  all  actions  undertaken  in  their  respective  countries. 
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QUESTIOH  5:   How  many  people  does  AID  have  in  the  field 
today  administering  these  program  and  how  many  are  you  budgeting 
for  in  FY  1995? 

Where  do  you  currently  have  people,  and  how  many  in 
each  country? 

ANSWER  5: 

AID  currently  has  182  employees  in  the  field,  35  are  direct 
hire  employees  and  147  are  non-direct  hires,  either  FSNs  or  U.S. 
citizens  working  under  Personal  Services  Contracts  (PSC) .   The 
country  breakdown  follows: 


Ccuntry 

Direct  Hires 

Non-DH 

Total 

Albania 

2 

9 

11 

Bulgaria 

4 

11 

15 

Croatia/Slovenia 

1 

2 

3 

Czech  Republic 

5 

22 

27 

Estonia 

1 

6 

7 

F.Y.R.O.M. 

1 

3 

4 

Hunaary 

7 

31 

38 

Latvia 

1 

4 

5 

Lithuania 

1 

5 

6 

Poland 

6 

31 

37 

Romania 

4 

22 

26 

Slovakia 

2 

14 

16 

TOTAL 

35 

160 

195 

For  FY  1995  AID  has  projected  a  total  field  workforce 
(;f  235,  composed  of  47  direct  hires  and  188  non-direct  hires. 
The  country  breakdown  is  as  follows: 


Country 

Direct  Hires 

Non-DH 

Total 

Albani  a 

s 

16 

21 

Bu  laar  la 

s 

11 

16 

Bosnia /He rzeaovina 

^ 

5 

7 

Croatia/Slovenia 

1 

2 

3 

Czech  Republic 

5 

22 

27 

Estonia 

1 

7 

8 

F.Y.R.O.M. 

1 

4 

^ 

Hungary 

7 

31 

38 

Latvi  a 

1 

4 

5 

Lithuania 

2 

5 

7 

Poland 

8 

41 

49 

Romani  a 

5 

26 

31 

Slovakia 

4   " 

14 

18 

TOTAL 

47 

188 

235 
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QUESTION  6:   What  is  the  size  of  the  pipeline  in  aid  for 
Eastern  Europe  today? 

How  much  of  the  funds  provided  in  FY  1994  do  you  expect 
to  be  outlays  in  FY  1994? 

—  Over  how  many  years  do  you  expect  the  FY  1994  program 
to  be  dispersed? 

ANSWER  6: 

The  pipeline  for  Eastern  Europe  was  $385.8  million  as  of  the 
end  of  December  1993. 

We  expect  $39  million  of  the  funds  provided  in  FY  1994  to  be 
expended  in  FY  1994.   The  funds  are  obligated  during  the  course 
of  the  year  and  some  are  carried  over  for  various  reasons  into 
the  following  fiscal  year  for  obligation. 

We  expect  over  half  of  FY  1994  funds  will  be  spent  by  the 
end  of  the  year  following  appropriation. 

I 

QUESTION  7:   What  do  you  expect  to  be  the  outlay  rate  for 
the  $380  million  being  requested  for  FY  1995? 

How  much  of  it  will  be  outlays  in  FY  1995? 

—  Over  how  many  years  do  you  expect  these  funds  to 
expend? 

ANSWER  7: 

We  expect  an  outlay  rate  of  10%  in  FY  1995,  45%  in  FY  1996, 
20%  in  FY  1997,  15%  in  FY  1998  and  10%  in  FY  1999.   Therefore,  we 
expect  $38  million  in  outlays  in  FY  1995  and  we  expect  all  FY 
1995  funds  to  be  spent  within  5  years. 
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(2)   Implementation  of  U.S.  Assistance 

QUESTION  l:   From  FY  1990  to  FY  1993,  the  U.S.  has  spent 
6.9%  of  overall  spending  on  developing  democratic  institutions  in 
Central  and  Eastern  Europe. 

Could  you  describe  the  types  of  activities  these  funds 
were  spent  on? 

Are  these  activities  primarily  contracted  out  to  U.S. 
NCOS? 

How  do  you  square  the  real  progress  made  in  this  area 
with  the  return  of  former  Communists  in  several 
countries? 

How  have  your  programs  in  this  area  shifted  since  1989 
and  1990,  when  the  focus  was  largely  on  election 
monitoring? 

How  much  of  your  FY  1995  funding  in  this  area  do  you 
intend  to  spend  through  the  National  Endowment  for 
Democracy? 

ANSWER  l: 

The  democracy-building  program  has  four  general  foci: 

--  First,  the  Political  and  Social  Process  Project  is 
directed  at  building  the  social  infrastructure  of 
democracy.   It  is  addressed  to  the  non-governmental  level 
and  deals  with  the  non-governmental  institutions,  processes 
and  attitudes  necessary  to  support  democracy.   Under  this 
Project,  assistance  is  provided  for  political  party 
strengthening,  labor  union  participation  in  the  democratic 
process,  education  reform,  minority  issues,  human  rights, 
among  other  things. 

--  The  Independent  Media  Project  supports  the  independence 
and  professionalizatioii  of  print  and  broadcast  media  and 
the  training  of  journalists. 

--  The  Rule  of  Law  Project  supports  legal  reform  and  the 
legal  basis  of  democracy. 
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--  The  Governance  and  Public  Administration  Project 
supports  the  reform  of  government  itself,  both  the 
legislative  and  executive  branches  and  at  the  national  and 
loca  1  level . 

At  present,  all  of  the  funds  in  this  sector  are  provided 
through  U.S.  NGOs ,  except  for  those  provided  to  the  North 
Atlantic  Assembly.   We  do  plan  to  undertake  a  new  public 
administration  program  through  U.S.  contractors,  which  may  or 
may  not  be  NGOs. 

The  return  of  former  Communists  in  the  region  is  a  complex 
issue.   Our  assistance  program  through  U.S.  NGOs  is  directed  at 
the  democratic  process,  not  at  particular  election  outcomes. 
We  seek  to  support  only  those  parties,  organizations  and 
individuals  committed  to  democracy  and  market  reform. 

While  we  are  concerned  about  the  return  of  former 
Communists  to  power,  there  are  several  explanations: 

Many  of  these  individuals  have  themselves  changed  -- 
at  least  their  public  positions  on  democracy  and 
market  reform. 

Some  parts  of  the  population  have  turned  to  former 
Communists  in  some  measure  to  protest  their  reduced 
standard  of  livina;  expectations  for  quick  prosperity 
were  probably  unrealistically  high. 

Reform-minded  political  leaders  may  not  have  paid 
enough  attention  to  explaining  the  transformation 
process  and  its  costs  to  the  public.   By  contrast. 
Prime  Minister  Klaus  has  campaigned  continually 
throughout  the  Czecli  Republic  for  his  reform  efforts 
and  retains  wide-spread  public  support  for  his 
program,  notwithstanding  the  dislocations  and 
hardships  it  continues  to  cause. 

Finally,  in  many  countries,  the  democratic  movement 
was  a  coalition  composed  of  a  variety  of  different 
political  strains  and  was  not  as  united  ideologically 
or  organizationally  as  the  former  Communists,  who 
retained  their  oraanizat iona 1  discipline,  coherence 
and  resoii  i  ces  . 
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since  1989  and  1990,  we  have  shifted  our  focus  (as 
reflected  in  the  proportion  of  funds,  the  amount  of  attention, 
etc.)  more  toward  the  Governance  and  Public  Administration 
Project  and  away  from  the  Political  and  Social  Process 
Project.   Moreover,  the  latter  project  has  almost  no  activity 
now  in  the  "northern  tier"  countries  of  Poland,  Hungary  and  the 
Czech  Republic.   Public  administration  will  receive  $20  million 
in  FY  1994  funds,  almost  as  much  as  the  entire  remainder  of  the 
democracy-building  portfolio. 

We  have  not  supported  election  monitoring  in  Central  and 
Eastern  Europe  in  the  past  18  months  and  have  no  present  plans 
to  do  so,  although  those  plans  may  change  according  to  need. 
Election  monitoring  was  an  early  part  of  the  Political  and 
Social  Process  Project  when  the  countries  of  Central  and 
Eastern  Europe  had  no  recent  experience  with  the  conduct  of 
free  and  fair  elections.   Since  then,  changes  in  government 
have  been  entirely  based  on  free  and  fair  elections  and  there 
appear  to  be  no  significant  political  forces  in  the  region 
opposed  to  elections  as  the  basis  of  government.   Election 
monitoring,  even  in  the  early  years,  was  a  relatively  minor 
focus  of  our  assistance. 

We  do  not  intend  to  spend  any  of  the  FY  1995  funding  in 
tliis  area  through  the  National  Endowment  for  Democracy  (NED). 
However,  we  are  planning  to  issue  three  new  reguests  for 
proposals  in  this  area  over  the  next  year,  and,  like  any  other 
organization,  NED  could  apply  for  any  of  them  or  submit  an 
unsolicited  proposal. 


QUESTION  2:   To  date,  the  Enterprise  Funds  have  accounted 
for  about  35%  of  U.S.  assistance  to  promote  economic 
restructuring  in  Central  and  Eastern  Europe.   Now  the  initial  and 
largest  Enterprise  Funds,  the  Polish  and  Hungarian  Funds,  in 
particular,  are  either  fully  capitalized  or  nearing  it. 

What  portion  of  the  FY  1995  funds  for  broad-based 
economic  growth  will  go  to  the  four  regional  Enterprise 
Funds? 

With  the  gradual  phasing  out  of  U.S.  funding  for  the 
Enterprise  Funds,  what  else  will  these  economic 
restructuring  funds  be  used  for? 

What  portion  will  be  used  for  technical  assistance  and 
training? 

What  funds  will  be  used  for  privatization  of  state- 
owned  industries  and  precisely  how  will  these  funds  be 
used? 
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ANSWER  2: 

In  FY  1995,  $48  million  is  tentatively  planned  for 
Enterprise  Funds.   Not  more  than  $23  million,  or  less  than  10% 
of  total  economic  growth  funds,  will  go  to  the  ongoing  four 
Enterprise  Funds,  with  up  to  $25  million  going  to  newly  created 
funds  for  the  Baltics,  Albania,  Romania,  and  possibly  Slovenia 
and  Macedonia. 

The  shift  of  funding  from  Enterprise  Funds  into  other  areas 
began  in  FY  1994.   The  one  economic  growth  area  to  get 
additional  funding  in  FY  1994  was  small  business  development, 
which  by  FY  1995  will  be  receiving  funding  equal  to  that  for 
privatization  --  $40  million.   The  balance  of  funds  shifted  out 
of  Enterprise  Funds  has  been  transferred  out  of  economic  growth 
into  expanding  both  Democracy  and  Quality  of  Life  programs. 
All  monies  shifted  will  be  used  for  technical  assistance  and 
training . 

In  FY  1995,  $40  million  in  privatization  will  be  used  to 
support  mass  privatization  programs  in  Latvia,  Poland,  Hungary, 
Slovakia,  and  potentially  Romania  and  Bulgaria;  to  develop 
capital  markets  in  Lithuania,  Poland,  and  Slovakia;  and  to 
assist  in  bank  privatization  programs  in  Poland,  Hungary, 
Romania,  Slovakia  and  Albania.   The  Czech  and  Estonian 
privatization  programs  will  have  been  successfully  completed 
and  will  require  no  further  funding  by  next  year. 


QUESTION  3:   The  third  major  category  of  support  has  been 
improving  the  quality  of  life.   As  of  the  start  of  Fiscal  Year 
1994,  about  15.7%  of  overall  U.S.  assistance  to  Eastern  Europe 
went  to  fund  projects  in  this  category.   These  projects  have 
included: 

•  support  for  labor  market  transformation; 

•  housing  sector  assistance; 

•  partnership  in  health  care;  and 

•  environmental  initiatives  and  training. 

—  How  much  of  the  FY  1995  funds  do  you  plan  to  spend  for 
quality  of  life  projects? 

—  What  are  your  priorities  in  this  category  — 
environment,  health,  housing  or  some  other  area? 
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ANSWER  3: 

We  plan  to  spend  about  22  percent  of  the  $380  million 
request  on  quality  of  life  activities. 

Environment  will  continue  to  be  a  priority,  as  will 
humanitarian  assistance  to  countries  of  the  Former  Yugoslavia. 
In  the  area  of  social  services  restructuring,  we  will  continue 
activities  in  housing,  health  finance,  pension  reform  and 
unemployment  services  and  skills  training,  as  well  as 
assistance  in  municipal  finance,  which  will  help  municipalities 
better  cope  with  their  new  responsibilities  to  provide  social 
services . 

We  will  be  exploring  with  the  countries  in  Central  and 
Eastern  Europe  additional  opportunities  to  provide  assistance 
to  improve  the  quality  of  life.   We  expect  to  provide  some 
additional  funding  for  this  area  of  the  program  as  well  as 
refocus  some  activities  to  increase  the  impact  of  our  existing 
programs . 


QUESTION  4:   Do  you  expect  to  spend  roughly  $5  million  again 
for  project  oversight  and  evaluation  in  Fiscal  Year  1995? 

What  are  these  funds  used  for? 

For  a  program  this  size  ($1.3  billion  since  FY  1990), 
how  does  this  level  of  funding  for  Administration 
compare  to  other  programs  of  equal  size? 

ANSWER  4: 


We  expect  to  spend  roughly  $5  million  of  program  funds  for 
project  oversight  and  evaluation  in  FY  1995.   This  does  not 
include  any  of  the  operating  expense  funds  utilized  for  funding 
U.S.  Direct  Hire  staff  for  general  project  management  of  the 
program  or  many  other  general  USAID  administration  costs. 

These  program  funds  are  used  primarily  for  project 
activities  that  are  not  otherwise  budgeted  in  specific  projects 
and  include  such  activities  as: 

-  Project  and  program  evaluations; 

-  Audits  and  financial  assessments; 

-  Project  design,  start-up,  redesign,  modification  or 
assessment  activities; 

-  Project  and  program  monitoring  activities  for 
sectors  or  activities  that  cut  across  more  than  one 
project,  including  data  collection  and  analyses; 
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-  Development  and  support  of  monitoring  and 
information  systems  for  program  activities;  and 

-  Other  activities  including  small  grants  of  limited 
duration  for  which  other  project  funding  is  not 
available,  and  personal  services  contractors  to 
facilitate  program  support. 

This  level  of  funding  is  slightly  less  than  two  percent  of 
the  annual  program  funding  level  anticipated  for  the  Central 
and  Eastern  Europe  program.   while  we  believe  the  figure  is 
appropriate  for  a  program  of  this  size,  the  unique  nature  of 
the  SEED  program  does  not  allow  for  ready  comparisons  with 
other  USAID  programs.   We  are  considering  an  increase  in  the 
amount  of  funding  for  evaluations  to  document  program  impact 
more  accurately. 


QUESTION  5:   In  FY  1993,  we  expanded  the  IMET  program  to 
include  small  programs  for  most  of  the  countries  of  Eastern 
Europe,  including  Albania,  Bulgaria,  Romania  and  the  Baltic 
States,  in  addition  to  programs  already  on-going  for  Poland, 
Hungary  and  the  then-Czechoslovakia. 

What  IMET  funding  did  we  provide  to  East  European 
countries  in  FY  1994  and  for  which  countries? 

What  are  you  requesting  for  FY  1995  and  for  which 
countries? 

What  will  these  small  IMET  programs  accomplish? 

How  many  officers  will  you  likely  be  able  to  bring  here 
with  such  small  funding? 

What  training  would  you  seek  to  promote? 
ANSWER  5: 


The  U.S.  conducts  IMET  programs  in  eleven  non-belligerent 
Central  and  Eastern  European  (CEE)  states.   Despite  deep  budget 
cuts  in  our  worldwide  FY  1994  IMET  funding,  the  Administration 
assigned  high  priority  to  IMET  programs  in  CEE.   For  example, 
we  expect  to  allocate  $3,625  million  in  IMET  funds  for  CEE 
(subject  to  Presidential  approval  for  the  transfer  of  an 
additional  $800,000  in  FY  1994  funds  to  CEE).   Current  CEE 
participants  in  IMET  include  Albania,  Bulgaria,  Romania,  the 
Czech  Republic,  Slovakia,  Slovenia,  Hungary,  Poland,  Estonia, 
Latvia,  and  Lithuania. 
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In  recognition  of  IMET's  contribution  to  the  reorientation 
and  restructuring  of  CEE  militaries,  we  have  reguested  an 
increase  in  funding  for  CEE  in  FY  1995  to  $4.3  million.   With 
this  amount,  we  expect  that  we  could  train  over  240  CEE 
officers  in  the  U.S.,  in  addition  to  providing  in-country 
training  for  40-45  senior  CEE  military  officials  under 
Expanded-IMET-type  programs. 

Military  training  for  the  CEE  states  has  assumed  increasing 
importance  in  recent  years.   Most  CEE  states  are  currently  in 
the  process  of  restructuring  their  militaries  (or  establishing 
new  defense  forces,  in  the  cases  of  newly  independent 
countries),  promoting  new  cadres  of  younger  officers,  and 
institutionalizing  civilian  oversight  of  the  military.   Direct 
training  assistance  can  havje  a  particular  impact  in  each  of 
these  areas.   Training  will  also  reinforce  and  complement  the 
objectives  of  NATO's  Partnership  for  Peace  by  improving  the 
compatibility  of  CEE  militaries  with  NATO  forces  through 
English-language  training  and  other  forms  of  instruction  and 
exposure . 


QUESTION  6:   The  task  force  for  assisting  the  parliaments  of 
Eastern  Europe,  headed  by  Rep.  Martin  Frost  working  together  with 
CRS,  has  well-developed  programs  with  Poland,  Hungary,  the  Czech 
Republic,  Slovakia  and  Bulgaria.   It  has  started  programs  in 
Albania  as  well  as  Romania. 

—   What  is  your  assessment  of  the  work  of  the  Frost  Task 
Force? 

In  what  areas  has  the  Frost  Task  Force  been 
particularly  helpful  to  the  East  European  parliaments? 

How  much  longer  should  the  Task  Force  continue  its 
assistance  projects  with  these  parliaments? 

ANSWER  6; 


The  Frost  Task  Force  and  the  Library  of  Congress  have  done 
excellent  work  to  establish  independent  research  and 
information  capacities  within  the  parliaments  of  Albania, 
Bulgaria,  the  Czech  Republic,  Estonia,  Hungary,  Latvia, 
Lithuania,  Poland,  and  Slovakia.   The  Task  Force  has  not 
started  a  program  in  Romania. 
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Particularly  helpful  to  the  Central  and  Eastern  European 
parliaments  has  been  the  purchase  and  installation  of  computer 
systems  (hardware  and  software)  which  facilitate  communication 
within  the  parliaments,  and  provides  them  with  an  information 
base.   Also  very  useful  has  been  the  provision  of  other 
equipment  such  as  printing  facilities  in  Albania,  which  has 
enabled  the  People's  Assembly  to  print  minutes  of  the  daily 
proceedings  in  parliament  (similar  to  the  Congressional 
Record) .   All  three  components  of  the  Frost  program  — 
equipment,  training  and  technical  assistance  --  have  been  very 
well-received  by  the  Central  and  Eastern  European  parliaments. 

The  Frost  Task  Force  has  nearly  completed  its  programs  in 
all  of  the  parliaments  of  the  region,  except  for  Albania,  where 
it  just  began  a  program  last  year.   Although  the  Task  Force  is 
set  to  go  out  of  existence  at  the  end  of  this  calendar  year, 
the  Library  of  Congress  does  not  expect  to  complete  the  program 
formally  until  July  13,  1995,  when  its  FY  1992  and  FY  1993 
Inter-Agency  Agreements  transferring  funds  from  USAID  to  the 
Library  of  Congress  expire.   We  believe  the  Frost  Task  Force 
should  remain  in  existence  long  enough  to  complete  any  program 
it  decides  to  undertake  in  Romania. 


C.    The  Enterprise  Funds 

QUESTION  1;   When  the  initial  Funds  were  started  in  1989- 
1990,  they  were  to  be  capitalized  over  a  three-year  period.   For 
several  of  the  Funds  this  process  is  nearing  completion. 

—  Has  the  Administration  decided  whether  further  federal 
funds  beyond  the  initial  capitalization  is  desirable? 

—  How  long  should  the  Funds  continue? 
ANSWER  l: 

Only  the  Slovak  and  Hungarian  Funds  have  asked  for 
additional  monies  beyond  their  initial  capitalization.   The 
Administration  is  currently  reviewing  these  requests.   Our 
decision,  which  we  will  make  shortly,  is  being  evaluated  in 
light  of  the  increasing  demands  on  our  assistance  resources. 

with  regard  to  how  long  the  Funds  should  continue  to 
operate,  the  Administration  and  the  Chairmen  of  the  Enterprise 
Funds,  in  consultation  with  the  Congress,  have  agreed  on  the 
need  to  give  the  Administration,  after  consultation  with 
Congress,  sole  authority  to  set  the  date  on  which  the  Funds 
will  stop  making  new  commitments  and  investments  and  will 
commence  the  orderly  sale  of  assets  for  each  Fund.   We  have  set 
the  following  parameters: 

The  termination  date  will  be  between  10  and  15  years  from 
incorporation,  unless  there  is  mutual  agreement  otherwise, 
after  consultation  with  the  Congress. 


--   In 


es 
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In  extraordinary  circumstances,  the  Administration  reserv 
the  right  to  terminate  the  Funds  for  cause  (i.e.,  a 
substantial  violation  of  the  grant  agreement)  or  foreign 
policy  reasons. 

QUESTION  2:   During  his  trip  to  Prague  in  January,  President 
Clinton  announced  several  new  initiatives  toward  Central  and 
Eastern  Europe,  including  the  formation  of  new  Enterprise  Funds 
in  Albania  and  Romania. 

When  do  you  expect  the  two  new  funds  to  become 
operational? 

—   How  much  money  do  you  expect  to  allocate  to  the  Funds 
for  Albania  and  Romania? 

ANSWER  2: 

The  Secretary  of  State  announced  the  Administration's 
intention  to  establish  a  Romanian-American  Enterprise  Fund 
(RAEF)  on  December  16,  1993,  during  a  meeting  with  Romanian 
Foreign  Minister  Melescanu.   U.S.  Permanent  Representative  to 
the  United  Nations,  Ambassador  Madeleine  Albright,  announced  in 
Tirana  on  January  14,  1994,  that  the  United  States  will 
establish  an  Albanian-American  Enterprise  Fund  (AAEF) .   We 
expect  these  funds  to  become  operational  by  the  end  of  this 
year  . 

The  Romanian  Fund  will  be  capitalized  at  $50  million.   The 
Albania  Fund  will  be  capitalized  at  $25  million;  in  addition, 
it  will  be  provided  $5  million  for  technical  assistance. 

QOESTION  3:   The  Baltic-American  Fund  was  authorized  in  1993 
and  was  expected  to  become  operational  in  1994. 

Has  this  Fund  become  operational? 

Has  a  Board  of  Directors  for  the  Fund  been  selected? 

How  much  money  has  been  set  aside  for  the  Baltic- 
American  Fund? 

ANSWER  3: 


The  Baltic-American  Enterprise  Fund  is  not  yet 
operational.   We  are  in  the  finals  stage  of  selecting  a  board 
for  the  Fund.   We  expect  the  Board  to  be  announced  by  the  White 
House  shortly. 
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the  Board 
for  the  Fund 
pace  rented. 


The  Fund  will  be  capitalized  at  $50  million. 


D.    Partnership  for  Peace 

QUESTION:   Some  East  European  states  are  already  approaching 
us  with  requests  for  military  assistance,  linking  the  request  to 
Partnership  for  Peace  activities.   Included  are  requests  for  non- 
lethal  military  equipment,  including  upgrading  or  reconstruction 
of  communications  and  command  and  control  systems  and  updating 
intelligence  equipment.   Weapons  systems  and  military  equipment 
have  also  been  requested. 

What  kinds  of  military  equipment  is  the  Administration 
willing  to  make  available  to  PEP  participants? 

Are  we  coordinating  an  approach  to  this  sensitive 
subject  with  our  NATO  allies? 

What  criteria  will  govern  what  assistance  we  provide 
and  to  whom? 

—    For  instance,  will  we  be  guided  more  by  which 
country  is  requesting  the  assistance  or  by  how 
actively  a  requesting  country  is  participating  in 
PFP  activities? 

ANSWER: 

There  is  no  formal  linkage  between  NATO's  Partnership  for 
Peace  (PFP)  and  U.S.  bilateral  assistance  efforts.   However,  we 
will  seek  to  tailor  our  bilateral  programs  as  appropriate  to 
complement  and  reinforce  our  cooperation  within  PFP,  consistent 
with  existing  USG  policy  with  regard  to  the  transfer  of 
military  equipment.   PFP  is  intended  to  be  a 

self-differentiating  program,  in  which  the  partners  themselves 
determine  the  scope  and  pace  of  their  participation. 

The  Administration  has  recently  taken  steps  to  remove  Cold 
War-era  prohibitions  on  the  transfer  of  defense  articles  to 
Central  and  Eastern  Europe  (CEE),  steps  which  could  help  these 
states  participate  more  effectively  in  PFP.   (The  former 
Yugoslavia  is  subject  to  a  UN-imposed  arms  embargo.)   All  ten 
CEE  states  not  under  an  arms  embargo  are  now  eligible  to 
purchase  U.S.  Government-origin  defense  articles  and  defense 
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services  through  the  Foreign  Military  Sales  (FMS)  system.   The 
same  ten  states,  all  of  which  have  signed  up  for  PFP,  are  also 
eligible  (or  should  be  eligible  shortly)  to  receive  transfers 
of  grant,  non-lethal  excess  defense  articles  (EDA)  in  FY  1994 
and  to  acquire  U.S. -origin  defense  articles  commercially. 
There  is  currently  no  Foreign  Military  Financing  available, 
however,  to  finance  the  government-to-government  transfer  of 
defense  articles  to  these  states. 

All  requests  for  U.S. -origin  defense  articles  and  defense 
services  will  be  reviewed  on  a  case-by-case  basis.   We  are  not 
prepared  at  this  time  to  approve  the  export  of  sophisticated, 
lethal  weapons  systems  to  CEE.   We  are  currently  reviewing  the 
availability  of  EDA  (particularly  in  the  area  of 
NATO-compatible  communications)  which  might  be  transferable  to 
CEE  in  furtherance  of  PFP. 

We  are  also  discussing  with  our  Allies  the  possibility  of 
coordinating  our  bilateral  assistance  programs  so  as  to 
complement  and  reinforce  the  Partnership. 

B.    The  Baltic  States 

(1)   D.s.  Assistance  Programs 

QUESTION  l:   Total  SEED  assistance  funds  to  the  three  Baltic 
States  have  totalled  $43.2  million:  $12.4  million  for  Estonia; 
$13.3  million  for  Latvia;  and  $17.5  million  for  Lithuania.   Over 
75%  of  this  assistance  has  gone  for  economic  restructuring, 
particularly  privatization  and  improving  business  services. 

How  successful  has  the  economic  restructuring  effort 
been  in  the  Baltic  States,  particularly  privatization?. 

—  Where  is  the  U.S.  concentrating  its  efforts? 

—  What  are  areas  of  critical  need  which  require  more 
attention? 

ANSWER  l: 
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U.S.  assistance  efforts  are  concentrated  on  privatization, 
small  business  development,  financial  sector  reform,  and 
commercial  law  reform.   In  privatization  we  helped  establish 
the  legal  framework  for  privatization  in  both  Estonia  and 
Latvia.   We  are  a  principal  donor  for  the  Estonia  open  tender 
program  and  Lithuania's  hard  currency  program.   We  have  also 
contributed  greatly  to  agriculture  privatization  and 
development  of  private  dairy  farming.   USAID  and  Treasury  have 
iointly  executed  a  very  effective  financial  sector  program 
targetting  central  bank,  tax,  budget  control  and  bank  training 
programs.   USAID  assists  several  Baltic  small  business  advocacy 
groups  and  has  provided  invaluable  legal  counsel  on  key 
commercial  law  issues  throughout  the  region. 

Areas  requiring  further  attention  are: 

1)  Privatization:   Estonia  should  complete  its  program 
within  18  months,  and  Latvia  within  two  years.   Lithuania 
will  likely  require  a  longer  period  of  assistance. 

2)  Trade  policy  and  legal  reform:   The  U.S.  Department  of 
Commerce  will  play  a  valuable  role  in  provision  of  trade 
policy  advisors  for  the  region  with  SEED  funding. 

3)  Agriculture:   Especially  in  Lithuania,  this  sector 
employs  the  largest  share  of  low-income  families  and 
suffers  the  most  from  incomplete  reform. 


QUESTION  2:   I  note  that  relatively  little  U.S.  assistance 
in  the  Baltic  States  have  been  spent  on  strengthening  democratic 
institutions  (12-13%)  in  general  and  public  administration  in 
particular. 

—  What  democracy-building  projects  is  the  U.S.  focusing 
on? 

—  What  specific  public  administration  projects  are 
underway? 

What  projects  are  planned  in  FY  1995? 

ANSWER  2: 

The  U.S.  is  currently  implementing  a  full  range  of 
democracy  building  projects  in  the  Baltics:   independent  media. 
Mile  of  law,  parliamentary  assistance,  political  party 
building,  and  public  administration.   In  fact,  the  democracy 
ritrengthening  portion  of  the  assistance  program  for  the  Baltics 
has  been  higher  than  the  overall  regional  share  of  funds  for 
this  purpose  (approximately  7%). 
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Through  USIA  and  the  International  Media  Fund,  we  continue 
to  support  the  development  of  independent  media  through 
iournalism  training,  technical  assistance  and  the  provision  of 
equipment.   We  are  also  continuing  significant  efforts  to 
strengthen  the  judicial  systems  throughout  the  Baltics,  an  area 
of  considerable  weakness  in  all  three  countries.   To  address 
this  need,  the  American  Bar  Association's  CEELI  program  will 
continue  its  program  of  placing  long-term  liaison  officers  in 
each  country  to  coordinate  and  implement  rule  of  law  programs. 

Parliamentary  assistance  through  the  Frost  Task  Force's 
program  with  the  Library  of  Congress  is  winding  down  this  year, 
as  independent  research  and  information  systems  have  been 
instituted  in  the  parliaments  of  each  of  the  Baltic  countries. 
To  complement  the  Frost  Task  Force's  parliament-strengthening 
program,  the  National  Democratic  Institute  for  International 
Affairs  (NDI)  has  recently  placed  a  long-term  consultant  in 
Riga  to  work  with  the  Latvian  parliament  in  such  areas  as 
constituency  relations.   NDI's  in-country  representative  will 
also  coordinate  its  local  government  programs  (concentrating  on 
constituency  relations)  in  Lithuania  and  Estonia.   The 
International  Republican  Institute  has  also  placed  a  long-term 
consultant  in  the  region  to  intensify  its  political  party 
training  programs  in  Lithuania  and  Latvia. 

In  addition  to  the  NDI  local  government  program,  USAID  has 
undertaken  public  administration  activities  in  the  Baltics 
through  the  International  Executive  Service  Corps,  which  has 
placed  several  advisors  for  two  to  three  months  in  various 
local  governments  in  Estonia  (concentrating  in  Narva)  and 
Lithuania.   This  program  comes  to  an  end  this  year,  but  all 
three  Baltic  countries  will  receive  assistance  under  several 
regional  public  administration  contracts  expected  to  come  on 
line  later  this  year.   Though  full  project  designs  for  each 
country  have  not  been  completed,  preliminary  discussions  with 
the  Latvian  Government  indicate  that  our  public  administration 
assistance  to  Latvia  would  include  an  in-service  training 
program  for  civil  servants  at  the  central  level.   Programs  in 
Estonia  and  Lithuania  are  likely  to  focus  on  strengthening 
public  administration  skills  at  the  local  government  level. 

Finally,  the  Baltics  are  also  included  in  a  regional 
program  to  strengthen  indigenous  public  policy-oriented 
iioii-qovernmenta  1  organizations  (NGOs). 
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II.   rORMER  YUGOSLAVIA 

A.    Humanitarian  Assistance  and  Sanctions  Enforcement 

QUESTION  1:   As  part  of  the  UN-mandated  effort  to  implement 
the  economic  embargo  of  the  former  Yugoslavia,  the  U.S.  provided 
both  Romania  and  Bulgaria  each  with  three  patrol  boats  to  help 
tighten  the  embargo  along  the  Danube  River. 

—   What  has  been  the  impact  of  these  boats  on  the 
sanctions  enforcement  effort? 

What  has  been  the  costs  of  this  program? 

How  successful  has  it  been? 

Are  further  measures  envisaged? 

Where  are  the  principal  leaks  in  the  sanctions 
enforcement  regime  now? 

ANSWER  1: 

The  patrol  craft  have  been  important  in  improving  both 
Romanian  and  Bulgarian  control  over  Danube  river  traffic. 
Their  contribution  must  be  seen  in  the  overall  context  of  the 
deployment  of  WEU  forces  to  the  Danube  in  the  late  spring  of 
1993.   Thanks  to  these  efforts,  illicit  traffic  on  the  Danube 
has  been  reduced  to  an  occasional  transaction. 

The  U.S.  spent  $1,100,000  on  the  provision  of  these  boats. 
After  providing  training  and  spare  parts  kits,  the  boats  were 
turned  over  to  the  governments  of  Romania  and  Bulgaria.   There 
are  no  ongoing  costs. 

In  view  of  the  WEU  deployment,  we  do  not  see  the  need  for, 
nor  are  we  planning,  additional  boat  deliveries  for  operations 
on  the  Danube.   We  are  in  the  process  of  purchasing  two  small 
boats  for  use  in  Albania. 

Sanctions  enforcement  is  a  constantly  shifting  challenge, 
as  sanctions-busters  continuously  probe  for  weak  spots. 
Currently  the  Bulgarian  and  FYROM  borders  with  Serbia  are  under 
adequate  control,  but  we  must  be  prepared  for  the  possibility 
of  shifts  in  enforcement  resources  by  those  governments. 
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QUESTION  2;   Implementation  of  the  sanctions  against  Serbia 
has  been  particularly  costly  to  Serbia's  neighbors  in  terms  of 
lost  trade  and  transit  fees.   Bulgaria,  Hungary,  Romania  and 
Macedonia  all  claim  losses  of  over  a  billion  dollars  each.   Most 
of  these  countries  cite  these  major  losses  as  reasons  for  the 
slow  development  of  necessary  economic  reform. 

—   How  has  the  Administration  responded  to  the 

understandable  requests  for  assistance  from  these 
front-line  states  in  the  enforcement  effort? 

What  can  we  do  to  cushion  the  impact  of  the  sanctions 
enforcement? 

How  much  longer  can  these  countries  be  expected  to 
sustain  the  costs  of  maintain  the  sanctions? 

ANSWER  2: 

We  have  not  heard  any  government  in  the  region  cite  the 
connection  between  sanctions  losses  and  lackluster  progress  on 
economic  reform,  nor  is  it  clear  any  such  linkage  can  be 
established,  although  the  losses  in  terms  of  trade  and 
transshipment  revenues  are  significant.   The  U.S.  is  committed 
to  providing  assistance  in  the  enforcement  effort,  and  we  have 
been  out  in  front  of  most  of  our  allies  when  it  comes  to  the 
provision  of  material  support  directly  related  to  enforcement. 
In  FY  93  we  spent  $6,198  million  on  this  effort. 

Our  attempts  to  cushion  the  impact  of  sanctions  enforcement 
have  three  main  elements:   increased  direct  assistance,  which 
is  part  of  our  general  transfer  of  assistance  resources  to  the 
countries  in  greatest  need;  support  for  regional  infrastructure 
development  to  soften  the  trade  impact  of  sanctions;  and 
support  for  more  realistic  international  financial  institution 
policies  in  regard  to  these  countries. 


While  it  is  clear  that  the  countries  of  the  region  can  not 
sustain  the  sanctions-induced  losses  indefinitely,  sanctions 
enforcement  is  an  obligation  faced  by  all  countries  as  UN 
members.   However,  we  would  expect  that  these  countries'  zeal 
for  sanctions  enforcement  will  fade  if  their  requests  for  UN 
compensation  are  continously  ignored. 

Despite  the  costs  of  sanctions  enforcement,  the  economies 
of  the  region  are  expected  to  either  bottom  out  this  year 
(except  FYROM)  or  even  grow  (Albania  and  Romania).   Sanctions 
have  also  provided  local  governments  with  a  useful  cover  for 
politically  unpalatable  economic  restructuring  measures  that 
would  have  to  be  taken  anyway. 
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B.    Bosnia  and  Croatia  Reconstruction 

QUESTION  1:   The  Administration  has  consistently  indicated 
that  it  will  take  the  lead  in  any  reconstruction  effort  in  Bosnia 
once  the  war  is  over. 

—  What  order  of  magnitude  are  we  talking  about? 
~   How  will  we  pay  for  it? 

—  Will  a  supplemental  request  be  necessary? 

What  percentage  of  reconstruction  help  do  you  expect 
the  U.S.  to  assume  vis-a-vis  our  allies  and  other 
donors? 

ANSWER  l: 


The  Administration  has  already  taken  a  prominent  role  in 
the  reconstruction  effort  in  Bosnia.   The  President  and  Prime 
Minister  Major  launched  a  joint  UK/US  civil  planning  mission  to 
Sarajevo,  which  took  place  March  8-23,  1994.   The  mission's 
report  details  major  needs  of  the  city  and  estimates  the  costs 
to  meet  them. 

Hostilities  continue  in  the  region,  making  it  virtually 
impossible  to  estimate  accurately  reconstruction  costs  or  needs 
for  Bosnia.   It  is  clear,  however,  that  reconstruction  will 
involve  billions  of  dollars.   The  U.S.  has  already  made 
available  $10  million  in  SEED  funds  for  immediate 
reconstruction  in  Sarajevo,  including  technical  and  material 
assistance.   This  funding  will  help  restore  vital  services. 

However,  the  U.S.  will  not  shoulder  the  primary  financial 
burden  of  reconstruction.   The  U.S.  will  work  with  the  European 
Union  and  other  bilateral  donors  to  determine  priorities  and 
combine  resources,  and  will  make  additional  financial 
contributions  to  the  overall  reconstruction  effort.   The  U.S. 
has  provided  extensive  humanitarian  assistance  to  the  region, 
and  will  continue  to  do  so.   Other  donors  are  expected  to 
provide  the  bulk  of  reconstruction  assistance-   The  U.S.  role 
in  terms  of  funding  levels  or  percentages  is  undetermined,  as 
is  the  manner  in  which  we  will  fund  our  contribution. 
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QUESTION  2:   Croatia  and  the  Bosnian  Croats  are  cooperating 
with  U.S. -led  efforts  to  find  peace  in  Bosnia  and  have  agreed  to 
form  a  bi-communal  federal  state  of  Bosnia  with  a  loose 
confederal  link  to  Croatia.   As  part  of  this  agreement,  the  U.S. 
has  now  reportedly  promised  to  provide  economic  assistance  to 
Croatia  and  to  offer  it  membership  in  the  Partnership  for  Peace. 

—   What  specific  proposals  for  assistance  to  Croatia  can 
we  expect? 

Will  Croatia  now  be  receiving  SEED  funds  for  economic 
and  technical  assistance? 


How  about  PL-480  agricultural  credit  programs? 
Enterprise  Fund? 

How  much  money  are  we  talking  about? 


An 


ANSWER  2: 


The  Office  of  the  Coordinator  of  East  European  Assistance 
and  USAID  are  reexamining  the  SEED-funded  programs  for  Croatia 
in  response  to  Croatian  cooperation  with  the  peace  process.   At 
present,  our  focus  will  remain  on  humanitarian  aid  and 
democratic  institutions.   The  program  will  be  relatively- 
modest.   Details  of  specific  programs  and  funding  are  not  yet 
available.   There  are  no  plans  to  establish  an  enterprise  fund 
for  Croatia . 

In  FY  1994,  USAID  will  provide  $5.6  million  under  PL-480 
Title  II  to  Croatia  through  the  Red  Cross.   This  allocation 
will  provide  approximately  10,000  MT  of  mixed  processed 
commodities  to  feed  refugees  and  some  social  cases. 

Croatia  is  also  close  to  concluding  a  $10  million  Title  I 
concessional  loan  agreement  to  purchase  U.S.  cotton.   The 
Government  of  Croatia  has  proposed  an  impressive  development 
plan  in  connection  with  the  Title  I  program  which  would 
establish  a  Croatian  agricultural  development  fund,  encourage 
agricultural  research,  support  soil  conservation  and  technical 
training  for  small-scale  landholders,  and  foster  public/private 
sector  cooperation. 
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C.   SEED  Programs  in  the  Former  Yugoslavia 

QUESTION  1: 

Until  now,  most  U.S.  assistance  to  the  countries  of  the 
Former  Yugoslavia  has  been  humanitarian  and  democracy 
initiatives  largely  from  non-SEED  funds. 

What  major  SEED  activities,  apart  from  humanitarian 
assistance,  are  going  ahead  in  the  states  of  the 
former  Yugoslavia? 

What  about  the  economic  restructuring  project  in 
Slovenia? 

Can  we  effectively  have  traditional  assistance 
activities  in  countries  that  are  either  in  or  closely 
border  upon  an  active  war  zone? 

ANSWER  1: 

In  Slovenia,  USAID  has  concentrated  its  efforts  in  economic 
restructuring  and  privatization,  telecommunications,  and 
democratic  initiatives.   In  Croatia,  activities  have  been 
limited  to  humanitarian  aid  and  democratic  initiatives. 
Activities  in  the  Former  Yugoslav  Republic  of  Macedonia 
(F.Y.R.O.M.)  focus  on  economic  restructuring  and  privatization, 
agricultural  development,  energy  reform,  and  democratic 
initiatives . 

Beginning  in  the  fall  of  1993,  at  the  request  of  the 
Government  of  Slovenia,  technical  assistance  was  provided  to 
assist  with  reform  of  the  financial  and  banking  sectors  and  the 
privatization  of  several  key  industries.  In  1994,  U.S.  Treasury 
advisors  will  also  work  with  the  Ministry  of  Finance  on  the 
development  of  a  government  securities  market.   Plans  for 
Slovenia  in  FY  1994  call  for  additional  technical  assistance 
for  privatization  and  enterprise  development,  improving  the 
business  climate,  and  human  resource  development. 

USAID  has  not  attempted  to  support  any  widespread  reform 
and  economic  restructuring  in  Croatia  and  Bosnia.   However,  the 
fact  that  Slovenia  and  F.Y.R.O.M.  are  in  the  vicinity  of  the 
conflict  does  not  preclude  effective  economic  restructuring 
activities  in  these  countries. 
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QUESTION  2: 


A  program  of  economic  assistance  to  Croatia  and  Slovenia 
was  approved  for  FY  1994:  $3  million  for  Slovenia  for 
privatization,  development  of  commercial  loans,  energy  and 
export  assistance  and  $2  million  for  Croatia  for  development  of 
an  independent  media,  journalist  training  and  strengthening 
pluralism  and  the  rule  of  law. 

—  How  much  of  this  money  has  been  spent? 

—  Have  the  programs  been  successful? 

—  What  difficulties  have  been  encountered? 

Have  efforts  to  develop  pluralism  in  the  media  had  any 
success  in  Croatia  where  the  press  remain  under  firm 
control  of  the  government? 

ANSWER  2 : 

SEED-funded  activities  in  Slovenia  have  been  limited  to 
democratic  initiatives,  economic  restructuring,  privatization 
and  telecommunications.   Programs  in  Croatia  have  been  limited 
to  humanitarian  assistance  and  democratic  initiatives. 
Approximately  $3.8  million  in  FY  1993  appropriated  funding  has 
been  made  available  for  programs  in  Slovenia  and  $9.4  million 
for  Croatia.   We  are  currently  programming  FY  1994  SEED  funds 
for  both  Slovenia  and  Croatia. 

Inasmuch  as  SEED-funded  activities  in  Slovenia  and  Croatia 

are  in  the  early  stages  of  implementation  or  are  still  being 

designed,  it  is  premature  to  assess  their  impact,  or  what 
difficulties  may  be  encountered. 

We  have  had  success  in  developing  pluralism  in  the  Croatian 
media.   To  give  one  example,  USAID  is  providing  support  to  the 
Croatian  magazine  ERASMUS  -  The  Journal  for  the  Culture  of 
Democracy ■   It  published  an  open  letter  criticizing  policies  of 
Croatian  president  Tudjman,  an  unusual  and  courageous  step. 
The  letter  created  debate  and  comment  in  the  general  press, 
with  a  multiplier  effect  of  over  50  articles  appearing  in  the 
local  media.   ERASMUS  has  remained  operational  and  in 
circulation,  its  staff  unharmed  and  in  place.   Indeed,  ERASMUS 
has  held  a  roundtable,  including  Serbians,  on  conflict 
resolution . 


/^'^   M^\  M 
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D.   Macedonia 

QUESTION  1: 

Now  that  the  United  States  has  extended  diplomatic 
recognition  to  the  Former  Yugoslav  Republic  of  Macedonia 
(FYROM,  henceforth  in  these  questions  referred  to  as  Macedonia 
for  brevity),  what  specific  new  assistance  projects  does  the 
U.S.  plan  for  Macedonia  in  FY  1994? 

Do  you  plan  to  proceed  with  a  PL-480  agricultural 
credit  program  to  help  Macedonia  deal  with  its 
increasing  food  problems? 

—    How  big  a  program  for  Macedonia  are  we  talking  about? 

ANSWER  1: 

We  are  reviewing  various  possible  forms  of  food  assistance 
for  the  Former  Yugoslav  Republic  of  Macedonia  (F . Y . R.O .M. ) , 
such  as  a  PL-480  Title  I  program  and  a  Section  416(b)  butter 
program. 

USDA  may  consider  an  allocation  for  F.Y.R.O.M.  out  of  the 
Title  I  reserve  later  in  FY  1994,  provided  funds  are  available 
and  need  is  determined  to  exist.   At  present,  there  is 
considerable  disagreement  as  to  whether  there  is  a  food 
shortfall.   The  Agricultural  Counselor  in  Sofia  plans  to 
conduct  another  food  needs  assessment  in  the  near  future. 

USDA  is  investigating  the  feasibility  of  a  Section  416(b) 
butter  program  for  F.Y.R.O.M.   There  is  some  concern  that  if  a 
Section  416(b)  program  were  approved,  F.Y.R.O.M.  would  not 
accept  the  no  re-export  provisions  required  under  the  program. 

U.S.  food  aid  programs  are  designed  to  meet  local  food 
needs.   We  anticipate  that  any  potential  food  aid  program  would 
be  sized  to  meet  the  food  needs  of  F.Y.R.O.M. "s  relatively 
.■5mall  population. 
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QUESTION  2: 

In  FY  1993,  the  U.S.  initiated  a  $10  million  program  of 
technical  assistance  to  Macedonia,  a  package  including 
liumanitarian  assistance  and  technical  assistance  for  economic 
reform  and  building  democratic  institutions.   As  of  late  last 
year,  less  than  $5  million  had  been  obligated  for  these 
assistance  activities. 

How  much  assistance  is  still  in  the  pipeline  for 
Macedonia? 

What  are  your  plans  for  FY  1995? 

What  specific  proiects  are  planned? 

Macedonia  is  now  eligible  for  GSP  benefits.   For  what 
other  preferential  benefits  is  it  eligible? 

ANSWER  2 : 

It  is  correct  that  by  September  30,  1993,  SEED  funds 
obligated  in  The  Former  Yugoslav  Republic  of  Macedonia 
(F.Y.R.O.M.)  only  totalled  $4,499  million.   However,  this 
amount  does  not  include  approximately  $8.2  million  in  food  aid 
tliat  was  programmed  in  FY  1992  and  FY  1993. 

An  additional  $2.5  million  of  FY  1993  funds  will  be  used  in 
FY  1994  to  address  agricultural,  energy  and  banking  supervision 
programs.   A  $5  million  cash  transfer  (FY  1994  ESF)  was 
recently  made  to  the  World  Bank  as  a  U.S.  contribution  to 
clearinq  debt  arrears.   In  FY  1994,  we  anticipate  that  an 
additional  $8.7  million  in  SEED  monies  will  be  made  available, 
primarily  for  economic  restructuring  activities  that  were 
initiated  in  FY  1993. 

We  currently  anticipate  that  about  $13  million  in  SEED 
monies  will  be  programmed  in  FY  1995  to  continue  activities  in 
economic  restructuring  and  privatization,  and  strengthening 
democratic  initiatives. 

F.Y.R.O.M.  has  leceiveil  Most  Favored  Nation  status  and, 
qiven  recent  U.S.  recognition,  should  soon  be  eligible  for  OPIC 
and  EXIM  programs. 
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III.  EASTERN  NEDI^i2RRANEAN  QUESTIONS 

A.    Greece  —  U.S.  Assistance 

QUESTION  X:   The  Fiscal  Year  1995  military  assistance 
request  for  Greece  is  $317  million  in  FMF  concessional  loans. 

How  did  you  determine  this  figure  for  military 
assistance  to  Greece? 

What  Greek  military  requirements  will  the  $317  million 
go  to  fulfill? 

—   What  portion  of  these  funds  will  go  toward  existing 
U.S.  FMF  programs  with  Greece? 

What  portion  will  go  to  new  purchases? 

How  much  will  go  to  sustainment? 

How  much  of  the  $317  million  will  go  toward  financing 
Greece's  F-16  program? 

ANSWER  l: 

The  $317  million  request  in  military  financing  (formerly 
known  as  FMF)  loans  is  required  to  sustain  U.S. -built  weapons 
that  were  obtained  by  Greece  through  the  Security  Assistance 
program  ($70  million)  and  to  fund  new  programs  in  order  to  meet 
the  Greek  Government's  military  requirements  ($247  million).   It 
will  also  maintain  the  7-10  ratio  for  military  assistance 
between  Greece  and  Turkey,  which  serves  U.S.  interests  by 
maintaining  a  stable  balance  in  the  region.   None  of  the  $317 
million  is  currently  projected  to  finance  Greece's  F-16 
program.   The  specific  details  of  Greece's  intended  use  of  these 
funds  are  included  in  the  Classified  Annex  to  the  Congressional 
Presentation  Document. 


QUESTION  2:   We  have  seen  a  steady  decline  in  IMET  for 
Greece  in  recent  years.   You  are  requesting  $50,000  in  IMET  for 
Greece  in  FY  1995.  This  represents  a  50%  reduction  over  FY  1994. 

Why  the  reduction  in  IMET  for  Greece? 

Given  the  situation  in  the  Balkans  and  the  concerns 
regarding  the  spread  of  this  conflict  elsewhere  in  the 
region,  doesn't  IMET,  as  one  of  the  key  remaining 
contacts  between  U.S.  and  Greek  forces,  acquire  greater 
importance  for  U.S.  interests  in  the  region? 
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ANSWER  2: 


The  reduction  in  direct  training  assistance  (formerly  known 
as  IMET)  for  Greece  reflects  a  global  reduction  in  the  direct 
training  program.   This  overall  reduction,  combined  with 
competing  needs  for  new  programs  in  Central  and  Eastern  Europe, 
dictated  a  decrease  in  direct  training  assistance  for  Greece. 
Additionally,  in  FY  1991  the  Administration  —  in  response  to 
Congressional  concern  over  providing  grant  military  training  to 
high-income  countries  —  agreed  to  decrease  assistance  to 
countries  which  could  afford  to  purchase  training.   We  reached 
this  agreement  as  an  alternative  to  a  Congressional  proposal  to 
immediately  terminate  grant-financed  military  training  to 
high-income  countries. 

We  agree  that  direct  training  is  an  important  element  in  our 
defense  relationship  with  Greece.   However,  we  will  be  able  to 
maintain  contacts  between  our  militaries  through  remaining 
direct-training  programs,  NATO  involvement,  and  our  bilateral 
contacts . 

QUESTION  3:   Has  the  Greek  government  indicated  to  us  what 
its  military  modernization  priorities  will  be  for  1995  and 
beyond? 

To  what  extent  has  Greece  been  able  to  fill  some  of  its 
military  hardware  needs  through  the  CFE  Cascading 
program? 

Is  the  Cascading  program  now  complete? 

ANSWER  3: 

The  Greek  Government's  plans  for  use  of  FY  1995  military 
financing  loan  funds  are  included  in  the  Classified  Annex  to  the 
Congressional  Presentation  Document.   Sustainment  of  U.S.- 
provided  systems  will  be  a  top  priority  of  the  Greek  Government 
for  FY  1995  and  beyond. 

Greece  has  received  671  tanks,  84  MHO  Howitzers,  150  M113 
personnel  carriers,  and  100  M30  ground  mounted  mortars  from  the 
U.S.  and  other  NATO  countries  under  the  CFE  Cascading  program. 
The  receipt  of  this  equipment  enhances  Greece's  efforts  toward 
standardization  within  the  NATO  community  and  reduces  the  costs 
involved  with  upgrading  its  military  force  structure.   Equipment 
transfers  under  the  CFE  Cascading  program  ended  in  November  1993. 
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QUESTION  4: 

In  December  1993,  Greece  signed  a  contract  to  buy  40  F-16s 
from  General  Dynamics.   The  total  value  of  this  sale  was  $1.4 
billion  and  I  understand  Greece  undertook  to  finance  $1  billion 
of  the  sale  from  domestic  resources  and  the  remainder  was  to  be 
financed  through  FMS  cash  flow  financing. 

What  is  the  status  of  the  Greek  purchase  of  40  F-16s? 

Has  this  transaction  now  been  completed? 

Am  I  correct  to  say  that  this  F-16  purchase  was  to  be 
the  last  program  with  Greece  that  we  financed  through 
cash  flow  financing? 

Is  it  accurate  that  the  cash  flow  financing  program  for 
Greece  will  now  be  concluded? 

Will  Greece  seek  acquisition  of  additional  F-16s  beyond 
this  current  buy? 

ANSWER  4 : 

In  December  1992,  the  Government  of  Greece  signed  an  FMS 
Letter  of  Offer  and  Acceptance  to  purchase  40  F-16C/D  aircraft 
from  the  U.S.  Government.   The  aircraft  will  be  produced  by 
Lockheed  Fort  Worth  Company,  the  successor  to  General  Dynamics. 
The  first  aircraft  is  expected  to  be  completed  in  April  1997, 
and  remaining  aircraft  will  be  produced  at  a  rate  of  four  per 
month . 

The  cash  flow  financing  program  for  the  40  F-16s  was 
concluded  in  1994  with  Greece's  commitment  of  $100  million  of 
FMF  funds  to  the  F-16C/D  program.   Greece  also  committed  $100 
million  of  its  FMF  funds  to  the  F-16C/D  program  in  both  FY  1992 
and  1993.   Greece  has  agreed  to  fund  the  remainder  of  the  F-116 
program  ($1.1  billion)  from  its  domestic  resources.   At  this 
time,  we  are  not  aware  of  any  Greek  interest  in  additional  F-16s 
beyond  this  current  buy. 
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QUESTION  5: 

The  Defense  Department  testified  in  our  hearing  on  these 
programs  last  year  that  Greece  has  a  $325  million  pipeline  in 
unspent  and  uncommitted  FMF  financing  as  of  the  beginning  of 
Fiscal  Year  1994. 

What  is  the  status  of  that  pipeline  today? 

What  were  total  Greek  FMF  purchases  last  year? 

ANSWER  5: 

Total  military  purchases  by  Greece  in  FY  1993  under  the  FMF 
program  were  $1,682  billion,  which  includes  funding  both  froo 
FMF  and  from  Greek  national  funds.   This  includes  Greece's 
commitment  to  the  $1.4  billion  F-16C/D  program,  of  which  $1.1 
billion  will  be  funded  by  Greece  and  $300  million  by  FMF  funds. 
The  remaining  $282  million  of  sales  in  1993  was  almost  totally 
funded  with  FMF  funds. 

B.    Turlcev  —  D.S.  Assistance 

QUESTION  1:   You  are  requesting  $453  million  in  military 
assistance  for  Turkey  in  Fiscal  Year  1995.   Your  request  is  for  a 
completely  concessional  FMF  loan  program.   This  is  a  continuation 
of  what  was  agreed  upon  during  the  Fiscal  Year  1993  budget  cycle. 

How  much  of  this  request  will  go  to  progress  payments 
on  previous  purchases? 

Specifically,  what  previous  programs  are  we  still 
funding  in  Turkey? 

How  much  of  the  FY  1995  funds  will  go  to  new  programs? 

—  How  much  will  go  to  sustainment? 

What  are  the  cash  flow  financing  requirements  for 
Turkey  in  FY  1995  and  FY  1996? 

—  Are  there  any  cash  flow  financing  requirements  beyond 
FY  1996? 

When  will  we  see  an  end  to  the  cash  flow  financing 
program  in  Turkey? 

AMSWER  l: 
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Turkey  has  two  ongoing  programs  which  require  Security 
Assistance  funding.   These  are  the  Peace  Onyx  I  and  II  F-16C/D 
programs.   For  FY  1995,  Peace  Onyx  I  requires  $250  million  in 
military  financing  (formerly  known  as  FMF),  and  Peace  Onyx  II 
requires  $75  million  in  military  financing,  for  a  total  of  $325 
million.   In  1996  the  requirements  are  for  a  total  of  $320 
million:  $170  million  for  Peace  Onyx  I  and  $150  million  for 
Peace  Onyx  II.   The  remaining  funds  are  to  go  for  sustainment  of 
existing  weapon  systems. 

We  see  an  end  to  Turkey's  cash  flow  financing  for  the  Peace 
Onyx  programs  in  1996. 


QUESTION  2:   What  are  Turkey's  primary  military 
modernization  needs  today? 

—   To  what  extent  has  Turkey  been  able  to  meet  some  of 
these  needs  through  the  CFE  Cascading  Program? 

ANSWER  2: 

The  classified  annex  to  the  Congressional  Program  Document 
and  the  Javits  report  contain  a  listing  of  major  defense 
equipment  needed  for  Turkish  force  modernization.   In  addition 
to  the  equipment  listed  in  that  annex,  Turkey  is  purchasing  air 
mobility  equipment,  including  airlift  and  attack  helicopters. 

Under  the  CFE  cascading  program,  Turkey  received  932  M60 
tanks,  72  MHO  Howitzers,  and  534  M113  cargo  carriers,  from  the 
U.S.  and  other  NATO  nations.   The  receipt  of  this  equipment,  and 
the  destruction  of  older  equipment,  increases  Turkey's 
standardization  within  the  NATO  community,  and  reduces  the  cost 
of  upgrading,  its  military  force  structure. 


OIIESTION  3: 

In  1984  Turkey  and  the  U.S.  began  a  co-production  program 
for  160  F-16S  valued  at  $4.1  billion  —  the  so-called  "Peace 
Onyx  I"  program. 

Has  Turkey  now  completed  the  co-production  of  these  160 
planes? 

Is  it  accurate  that  Turkish  production  lines  are  now 
co-producing  an  additional  40  F-16s  for  use  by  Egypt? 


When  is  the  first  of  these  planes  scheduled  for 
delivery  to  Egypt? 
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When  will  these  40  planes  for  Egypt  be  completed? 
Are  final  deliveries  still  scheduled  for  July  1995? 
What  is  the  financing  for  these  Egyptian  planes? 

ANSWER  3: 

Thus  far  141  F-16C/D  aircraft  have  been  completed.   The  last 
aircraft  is  expected  to  be  completed  in  December  1994.   The 
first  8  aircraft  were  produced  at  Lockheed  Ft.  Worth  (General 
Dynamics),  and  the  rest  at  TUSAS  Aerospace  Industries  (TAX)  near 
Ankara,  Turkey. 

TAI  is  producing  44  aircraft  for  the  Government  of  Egypt. 
The  first  aircraft  was  delivered  April  4,  1994.   Final  delivery 
is  still  scheduled  for  July  1995.   These  aircraft  will  be  paid 
for  by  military  financing  to  Egypt  (Non-repayable  credit). 

QUESTION  4: 

What  is  the  status  of  the  follow-on  to  the  original  F-16 
co-production  program  --  the  so-called  "Peace  Onyx  II"  program. 
Eighty  planes  were  notified  to  the  Congress  under  this  program 
in  fall  1991. 

When  will  Turkey  start  co-producing  these  80  planes? 

When  President  Bush  announced  this  program,  he  stated 
that  the  objective  "in  principle"  was  the  co-production 
of  another  160  F-16s.   To  date  only  80  have  been 
notified . 

What  is  the  status  of  U.S.  and  Turkish  thinking 
regarding  a  second  tranche  of  80  planes  under  "Peace 
Onyx  II"? 

To  what  extent  is  it  a  U.S.  interest  to  keep  the 
(Turkish)  production  line  open  for  F-15s? 

ANSWER  4 : 

The  first  aircraft  in  the  Peace  Onyx  II  program  will  be 
completed  in  July  1996.   This  program  was  originally  envisioned 
to  produce  160  aircraft.   However,  the  Government  of  Turkey 
reduced  the  program  to  80.   There  are  no  plans  for  an  additional 
80  aircraft  under  the  Peace  Onyx  II  program.   If  the  Turks  were 
to  ask  for  additional  aircraft  and  the  USG  were  to  support  it, 
it  would  be  a  "Peace  Onyx  III". 

The  Peace  Onyx  program  serves  the  vital  U.S.  interest  of 
strengthening  an  important  ally.   It  also  means  that  other 
avenues  for  production  of  parts  for  USAF  F-16  support  exist. 
For  Turkey,  there  is  the  added  benefit  of  providing  internal 
capability  to  support  its  own  F-16  program. 
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QUESTION  5: 

We  are  providing  $500  million  in  cash  flow  financing  for  the 
Peace  Onyx  II  program.   When  will  this  cash  flow  financing 
requirement  be  completed? 

Is  it  accurate  that  cash  flow  financing  requirements 

for  Peace  Onyx  II  extend  out  to  Fiscal  year  1997? 

What  other  cash  flow  financing  commitments  have  we  made 
to  Turkey? 

When  will  the  cash  flow  pipeline  for  Turkey  be 
completed? 

ANSWER  5 : 

The  Peace  Onyx  II  cash  flow  financing  will  be  completed  in 
1996.   The  funding  requirements  to  complete  the  program  are  $75 
million  for  FY  1995  and  $150  million  for  FY  1996. 

The  other  cash  flow  program  is  Peace  Onyx  I  which  requires 
$250  million  in  FY  1995  and  $170  million  in  FY  1996.  No  other 
cash  flow  programs  for  Turkey  are  projected. 


QUESTION  6:   You  are  requesting  $100  million  in  ESF  cash 
transfer  for  Turkey  for  FY  1995.   This  is  a  reduction  from 
previous  years.   However,  it  is  the  second  largest  cash  transfer 
program  in  our  overall  assistance  effort.   Second,  only  to 
Israel.   I  understand  that  the  Appropriations  Committee  continues 
to  have  a  hold  on  the  FY94  cash  transfer  for  Turkey. 

Why  are  we  continuing  to  provide  this  sizable  cash 
tr'ansfer  to  Turkey  when  we  have  phased  this  program  out 
world-wide? 

What  is  this  cash  transfer  begin  used  for? 

What  is  the  economic  situation  in  Turkey  today? 

It  is  my  view  that  the  economic  situation  in  Turkey  has 
seriously  deteriorated  over  the  last  year.   Is  that 
accurate? 

What  type  of  economic  reforms  is  the  Turkish  government 
pursuing? 
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ANSWER  6: 


Turkey  is  a  close  and  valued  NATO  ally,  vitally  important 
for  U.S.  strategic  interests  in  southwestern  Asia  and 
southeastern  Europe.   The  new  enhanced  partnership  between  the 
U.S.  and  Turkey  strengthens  prospects  for  peace,  stability,  and 
prosperity  in  an  area  threatened  with  political  and  economic 
turmoil.   Our  continued  humanitarian  mission  to  the  people  of 
northern  Iraq  and  our  effort  to  maintain  pressure  on  Saddam 
would  not  be  possible  without  Turkey's  assistance.   Turkey's 
cooperation  in  the  Caucasus  and  Balkans  enables  us  to  manage 
those  crises  more  effectively.   U.S.  cash  transfers  to  Turkey 
provide  balance  of  payments  support  (primarily  for  the  servicing 
of  U.S.  nonmilitary,  and  international  lending  institution  debt) 
to  Turkey. 

Turkey's  economy  has  grown  impressively  for  some  years  but 
began  a  serious  downturn  earlier  this  year.   Turkey's  credit 
rating  has  been  downgraded  twice  in  the  last  three  months  and  is 
now  below  investment  grade.   The  principal  structural  problem  is 
the  growing  public-sector  deficit  and  resulting  inflation,  now 
rising  well  above  70%.   Much  of  this  deficit  stems  from 
subsidies  to  a  large  and  inefficient  state  enterprise  sector, 
which  takes  3%  of  GNP. 

On  April  5,  Prime  Minister  Ciller  unveiled  a  package  of 
economic  reform  measures  to  reduce  inflation  and  restore  market 
confidence  in  Turkey.   The  package  aims  at  sharp  reduction  in 
the  deficit  by:  (1)  improving  taxpayer  compliance  and  increasing 
some  taxes;  (2)  reducing  current  expenditures,  investment 
spending,  and  government  salaries;  and  (3)  stepping  up  efforts 
to  privatize  or  close  state  industries. 

Ciller's  program  is  an  important  step  in  the  right 
direction.   The  key  will  be  the  government's  ability  to 
implement  the  program  in  the  face  of  political  opposition. 


D.    Cyprus  —  U.S.  Assistance  Questions 

QUESTION  l:   Your  Fiscal  Year  1995  request  for  Cyprus  is  $15 
million  in  funds  from  Title  III  —  Promoting  Regional  Peace. 

How  do  you  intend  to  use  the  $15  million  for  FY  1995? 

—   Do  you  intend  to  spend  roughly  $5  million  on 

scholarships  for  Cypriots  to  study  in  the  United 
States? 

Will  the  remaining  $10  million  be  spent  on  project 
assistance,  both  bicommunal  projects  which  bring 
Turkish  and  Greek  Cypriots  together  and  on  projects  in 
the  two  communities? 
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AK8WER  l: 


Of  the  $15  million  earmarked  for  FY  95,  we  plan  to  use  $10 
million  to  support  bicommunal  activities  and  $5  million  to  fund 
the  Cyprus  American  Scholarship  Program.   The  $5  million  will  be 
used  not  just  to  fund  long-term  U.S.  degree  programs;  a  portion 
will  be  used  for  Cyprus-based  and  U.S  short-term  training. 

Prior  to  1991,  projects  funded  by  U.S.  assistance  were 
implemented  separately  by  the  two  communities.   However  in  FY 
1991,  the  policy  was  changed  to  require  implementation  of  a 
single  list  of  projects  that  would  jointly  benefit  both 
communities.   We  have  been  consistent  in  our  commitment  to  fund, 
out  of  the  $10  million  allocation,  only  those  activities  that 
meet  this  criterion. 


QUESTION  2:   For  a  number  of  years  now,  the  Subcommittee  has 
raised  concerns  about  continued  use  of  U.S.  assistance  funds  on 
Cyprus  for  projects  that  do  not  serve  to  draw  the  two  communities 
closer  together  and  for  expensive  high  tech  medical  and  other 
projects  on  either  side  of  the  green-line. 

—   What  progress  have  you  made  in  this  area? 

What  portion  of  our  FY  1995  funds  will  go  to  individual 
projects  in  one  or  the  other  of  the  two  communities? 

ANSWER  2: 

Physical  barriers  to  mobility  between  the  two  sides  of  the 
island  made  it  difficult  to  implement  some  types  of  development 
activities  in  a  joint  way.   However,  we  recently  began  several 
new  initiatives  in  the  area  of  training  which,  we  feel,  will 
enhance  bicommunal  cooperation.   These  include  short-term 
training  in  business  management  and  marketing,  and  conflict 
negotiation  training  for  bicommunal  project  leaders,  current  and 
former  scholarship  students  and  their  families,  and  Cypriot 
legis lators . 

Our  assistance  supports  activities  which  are  bicommunal  in 
character,  such  as  health,  environmental,  and  urban  renewal 
activities,  and  does  not  fund  individual  projects  in  either 
community . 
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QUESTION  3: 

Congressman  Bereuter,  a  member  of  the  Foreign  Affairs 
Committee,  recently  traveled  to  Cyprus  and,  upon  return,  he  drew 
my  attention  to  the  fact  that  our  scholarship  monies  for 
Cypriots  are  being  used  to  send  Greek  and  Turkish  Cypriots  to 
different  institutions  in  the  United  States. 

Is  this  accurate? 

Are  Greek  and  Turkish  Cypriots  respectively  favoring 
different  institutions? 

The  concern  here  is  that  we  should  use  these  funds  to 
promote  situations  where  students  from  the  two 
communities  attend  institutions  together  in  this 
country.   How  do  you  respond  to  this  concern? 

Wouldn't  this  be  another  way  to  use  these  funds  to  try 
to  promote  closer  contacts  between  the  two  communities 
in  Cyprus? 

ANSWER  3 : 

Scholarship  recipients  are  free  to  choose  any  accredited 
college  or  university  in  the  United  States.   Both  Greek-Cypriot 
and  Turkish-Cypriot  students  attend  a  cross-section  of  U.S. 
institutions,  but  since  there  is  an  annual  tuition  limit  of 
$10,000,  the  selections  will  be  limited. 

While  it  would  be  inappropriate  for  U.S.  assistance  funds  to 
be  used  to  the  benefit  of  specific  universities  and  to  the 
detriment  of  others,  we  have  addressed  the  valid  concern  that 
the  students  from  the  two  communities  have  contact  with  each 
other  while  in  the  U.S.   For  instance,  we  have  organized 
seminars  on  conflict  resolution  to  which  both  Greek-Cypriot  and 
Turkish-Cypriot  students  are  invited.   These  seminars  have  been 
very  successful  and  we  intend  to  continue  them. 

In  addition,  through  study  in  the  United  States,  the 
students  become  acquainted  with  the  manner  in  which  our 
different  communities  are  able  to  work  out  differences  without 
violence . 
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QUESTION  4 : 

What  bicommunal  projects  are  we  funding  today  in  Cyprus? 

Have  we  added  any  new  projects  to  this  list? 

What  type  of  support  are  we  providing'  today  to  the 
Nicosia  Master  Project? 

Could  you  please  provide  the  Committee  with  a  listing 
of  bicommunal  projects  receiving  U.S.  funding? 

ANSWER  4 

The  U.S.  funds  bicommunal  projects  dealing  with  health, 
environment,  agriculture,  education  and  culture,  architectural 
activities,  social  services,  and  the  Nicosia  Master  Project. 
All  of  these  programs  address  shared  concerns  of  the 
Greek-Cypr iot  and  Turkish-Cypr iot  communities  and  offer  the 
highest  potential  for  increasing  contact  between  them. 

New  health,  environment,  urban  development  and  educational 
projects  are  being  developed.   The  most  important  new  efforts 
involve  the  expansion  of  conflict  negotiation  and  mediation 
training,  which  AID  tested  on  a  pilot  basis  during  a  highly 
successful  May  1993  workshop  for  Greek  and  Cypriot  scholarship 
students  in  the  U.S.   A  contract  has  recently  been  awarded  to 
the  Harvard  Conflict  Management  Group  to  provide  U.S. -based 
training  to  bicommunal  project  leaders,  legislators,  new 
scholarship  students,  and  training  in  Cyprus  for  scholarship 
alumni  and  their  families  in  Cyprus.   This  type  of  training  will 
remain  an  annual  part  of  the  scholarship  program. 

Regarding  the  Nicosia  Master  Project,  plans  are  to  fund  a 
seminar  on  historic  preservation  which  will  provide 
Turkish-Cypriots  and  Greek-Cypr lots  training  in  the  types  of 
economic  and  community  development  incentives  used  in  the  United 
States.   It  is  expected  that  this  training  will  promote  lower 
cost  integration  of  rehabilitation  of  historic  urban  areas,  and 
provide  a  basis  for  shared  future  responsibility  for  the  renewal 
of  Nicosia. 

Specific  U.S. -funded  bicommunal  projects  include: 

Health 

Cyprus  Institute  of  Neurology  and  Genetics 
(Turkish/Greek  medical  expert  exchange  and  lecture 
series,  building  renovation  and  equipment) 

Transplant  Technology  (lecture  series) 

Multi-Disciplinary  Medical  Services  (lecture  series) 
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Urban  Renewal 

Nicosia  Master  Project  and  Related  Activities 

Education 

Library  Feasibility  Study  (Greek-Cypriot  and 
Turkish-Cypr iot  experts  prepare  basic  concept  and 
select  international  expert  to  prepare  the  study) 

Management  Training  (lecture  and  studies) 

Social  Assistance 

Workshops  for  the  Cooperative  Study  for  Deaf  Persons 
(bicommunal  workshop  for  the  deaf) 

Conflict  mediation/negotiation  training 

Environmental 

Air/water  pollution  monitoring  and  control 

Sewerage  connection  of  both  communities  of  Nicosia. 

QUESTION  5: 

How  much  money  was  in  the  pipeline  for  the  scholarship 
program  entering  FY  1994? 

How  much  of  these  pipeline  funds  were  cut  during  the 
rescissions  process  last  year? 

What  remains  after  recissions? 

How  far  into  the  future  will  the  existing  pipeline 
provide  scholarships? 

ANSWER  5 : 

There  was  $5  million  in  the  pipeline  for  the  scholarship 
program  entering  FY  1994.  Because  there  were  no  recissions, 
none  of  these  funds  were  cut  last  year. 

Each  year,  funds  are  destined  for  students  who  will  be 
studying  in  the  U.S.  the  following  year.   However,  these  funds 
are  designed  to  last  each  student  for  5  years. 
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IV.   THE  INTERNATIONAL  FUND  FOR  IRELAND 

QUESTION  1;   The  Fund's  1993  Annual  Report  states  that  over 
75%  of  the  Fund's  1993  resources  were  devoted  to  the  most 
disadvantaged  areas  in  Ireland. 

How  many  new  jobs  have  been  created  by  Fund  projects  in 
these  areas? 

Are  these  jobs  temporary  or  permanent  positions? 

—   What  percentage  of  the  Fund's  resources  does  the  Fund 
plan  to  devote  to  the  most  disadvantaged  areas  next 
year? 

ANSWER  l: 

Since  its  inception  in  1986,  Fund  projects  have  resulted 
ill  l.hii  creation  of  19,970  permanent  and  10,205  temporary  jobs 
in  the  most  Oi sadvantaged  areas  in  Northern  Ireland  and  in  the 
six  border  counties  to  the  south  in  the  Republic  of  Ireland. 
The  Fund  estimates  that  an  additional  8,072  jobs  have  been 
created  indirectly  as  a  result  of  the  multiplier  effect 
stimulated  by  tfie  Fund's  direct  investments,  for  a  total  of 
38,247  jobs.   Fund  projects  generated  2,007  new  permanent  and 
1,911  temporary  jobs  in  1993. 

The  IFI  annual  report  cites  the  example  of  the  Motthern 
Development  Trust,  an  IFI  project  recipient  in  North  Derry 
which  helped  to  create  nearly  two  hundred  jobs  in  ig'^B.   Other 
projects  visited  by  Department  staff  have  shown  similar 
success.   These  are  projects  in  disadvantaged  areas  with  high 
and  long-term  unemployment.   The  funded  projects  largely 
provide  space  and  expertise  to  people  who  may  use  their  skills 
to  establish  a  small  business. 

The  Fund  is  making  an  increased  effort  to  focus  fuiidinq  on 
the  most  disadvantaged  areas  of  Northern  Ireland.   To  fuither 
this  goal,  tlie  Fund  plans  to  allocate  between  75  and  80  percent 
of  its  resources  to  these  areas  in  FY  1995. 


267 


QUESTI0_N__2j. 

2.   The  International  Fund  for  Ireland's  stated 
objectives  when  it  was  founded  in  1986  were  to  promote  economic 
and  social  advance,  and  to  encourage  contact,  dialogue  and 
reconciliation  between  nationalists  and  unionists  throughout 
Ireland. 

How  well  has  the  Fund  fulfilled  these  objectives  to 
date? 

How  well  has  fund  money  been  used  to  promote  contact 
and  dialogue  between  the  nationalist  and  unionist 
communities  in  Northern  Ireland? 

ANSWER  2 : 

In  our  judgment  thie  Fund  has  enjoyed  cnns  i  dei  alii  e  niiccenr; 
In  promoting  dialogue  and  reconciliation  among  the  nationalist 
and  unionist  communities  in  Northern  Ireland.   In  1983,  for 
example,  27  community  relations  projects  were  funded  under  the 
IFI .   Many  of  them  have  resulted  in  business  projects  jointly 
niariagod  by  people  from  both  communities,  or  encouraged  r;ocial 
dialogue  experiences  for  young  people  from  both  communities. 

However,  fear  and  distrust  continue  to  affect  both 
communities.   Additionally,  IFI-Lunded  community  centers  or 
other  forms  of  outreach  projects  located  in  areas  not  refjarded 
as  neutral  tend  to  inhibit  joint  community  participation  in 
specific  dialogue-building  opportunities. 

The  IFI  board  lecognize.s  these  challenges  and  tlieiefuie 
attempts  to  fulfill  its  reconciliation  mandate  thtrmqh  .i 
combined  social/economic  approach.   It  believes  that  addressing 
unemployment  and  providing  fora  for  inter-community 
dialogue-building  are  inextricably  linked  and,  together,  are 
tlie  most  effective  means  of  brtiuking  down  the  barriers  whicli 
separate  the  communities. 
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V.    PORTUGAL 


QUESTION  1:   There  is  no  security  assistance  request  for 
Portugal  in  your  FY  199  5  Budget  Request. 

What  are  the  implications  of  the  final  phasing  out  of 
U.S.  assistance  to  Portugal  for  U.S. -Portuguese 
relations? 

Will  this  signal  a  change  in  the  U.S.  approach  to 
Portugal? 

What  impact  will  the  phasing  out  of  security  assistance 
have  on  the  U.S. -Portuguese  negotiations  over  the  Lajes 
base  in  the  Azores? 

What  is  the  status  of  the  Lajes  negotiations? 

ANSWER  l: 

The  phasing  out  of  our  security  assistance  to  Portugal 
signifies  the  recognition  that  our  two  countries  enjoy  a  mature 
relationship,  based  on  mutual  benefit  and  not  foreign 
assistance.   It  is  the  end  of  a  multi-year  process  for  which 
the  Government  of  Portugal  has  been  prepared  and  which  should 
not  be  misinterpreted  as  signalling  a  change  in  the  U.S. 
approach.   We  note,  nonetheless,  that  our  FY  1995 
appropriations  request  includes  $500,000  for  direct  training 
programs . 

The  phasing  out  should  not  have  a  negative  impact  on  the 
Lajes  negotiations.   The  negotiations,  which  are  working 
towards  a  new  agreement  on  cooperation  and  defense,  will  ensure 
the  continuing  presence  of  U.S.  military  at  the  Portuguese 
airbase  at  Lajes.   The  agreement  itself  will  also  provide 
concrete  mechanisms  through  which  our  mature  bilateral 
relationship  is  further  developed  via  a  binational  commission. 

I  would  place  us  at  the  endgame  in  the  negotiations;  the 
outstanding  issues  lie  in  the  Labor  Annex  to  the  Agreement  on 
Cooperation  and  Defense. 
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QUESTION  2: 

In  recent  years,  there  have  been  a  number  of  concerns  about 
the  management  of  the  Luso-American  Development  Foundation. 

What  is  the  status  of  this  issue? 

Have  we  resolved  all  of  the  problems  of  mismanagement 
at  the  Foundation? 

ANSWER  2 : 

The  private  Luso-American  Development  Foundation  is  seeking 
to  broaden  its  programming  and  cooperation  with  American 
institutions.   Its  organizational  management  and  accounting 
practices  have  improved  and  it  is  also  making  efforts  to  reduce 
overhead  costs.   We  believe  the  concerns  that  previously 
existed  are  in  the  process  of  being  addressed. 

The  Department  has  recently  authorized  the  Embassy  to 
accept  a  seat  on  the  Foundation's  Board  of  Directors,  and  the 
Embassy  has  done  so. 
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United  States  Department  of  Sute 
Washington.  DC     20520 


Dear  Mr.  Chairman; 


We  are  aware  of  concerns  about  our  proposal  to  fund  the 
International  Fund  for  Ireland  at  less  that  the  FY  1994  level 
of  $19.6  million.   I  am  writing  to  assure  you  that  we  have 
taken  seriously  your  representations  of  the  need  to  maintain 
the  funding  for  this  account  at  a  constant  level.   Therefore, 
we  are  using  this  occasion  to  inform  you  we  are  amending  our 
FY  1995  Congressional  Presentation  Document  and  intend  to  fund 
this  program  at  the  level  of  $19.6  million  in  FY  1995. 

We  are  not  requesting  that  the  Congress  appropriate 
additional  funds  for  this  purpose.   Our  intention  is  to 
reprogram  FY  1994  funds  this  year  into  the  South  Pacific  Tuna 
Treaty  account,  in  affect  serving  as  a  pre-payment  against  our 
FY  1995  obligations  under  that  treaty.   After  the  beginning  of 
the  new  fiscal  year,  we  would  transfer  the  excess  $4.6  million 
in  FY  1995  funding  from  the  Tuna  Treaty  account  to  return  the 
1995  U.S.  contribution  to  the  International  Fund  for  Ireland  to 
a  level  of  $19.6  million. 

We  are  considering  using  FY  1994  Foreign  Military  Financing 
as  the  source  of  the  funds  to  pre-pay  the  Tuna  Treaty  account. 
Since  we  are  considering  proposing  the  use  of  the  transfer 
authority  under  Section  610  of  the  Foreign  Assistance 
Authorization  Act  and  reprogramming  funds  for  this  purpose,  we 
will  be  consulting  further  with  you  and  your  staff  on  this 
transaction. 

We  appreciate  your  willingness  to  work  with  us  on  this 
issue,  and  we  are  pleased  to  be  able  to  continue  United  States 
support  for  the  on-going  efforts  at  reconciliation  in  Northern 
Ireland. 

Sincerely, 


Wendy  R.  Sherman 
Assistant  Secretary 
Legislative  Affairs 


The  Honorable 

Lee  H.  Hamilton,  Chairman, 

Committee  on  Foreign  Affairs, 
House  of  Representatives, 
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United  States  Department  of  State 

flnshinpton.  D.C.     20520 


Deal  Mr .  Chai  rman. 

At  the  hearing  before  the  Subcommi  tte'.^  on  Eiirope  anrl  the 
'^liddle  East  on  the  Administration's  foreign  assistance  reqnestr; 
for  Europe  for  FY  1995,  Assistant  Secretary  Oxman  agreed  to 
provide  responses  to  certaii.  questions.   This  letter  provides 
those  responses. 

"AJl  l_Sp_igots"  Aid  to  Central  and  Eastern  Europe 

Enclosed  with  this  letter  are  charts  summarizing  the  total 
•estimated  obligations  for  FY  1994,  and  the  total  assistance 
requests  for  FY  1995,  for  Central  and  Eastern  Europe  and  fjoi 
each  country  in  the  region.   The  charts  include  the  SEED  Act, 
fl..-4yu  (Title  II)  assistance,  economic  assistance  (formerly 
FSF) ,  direct  training  (formerly  IMET) ,  and  Peace  Corps. 

"All  Sp_iqp.ts"  Aid  to  Greece,  Turkey  and_  Cyprus 

Also  enclosed  with  this  letter  is  ?  chart  siimmar  iz  inq  tolni 
estimated  obligations  for  FY  1994,  and  lotai  assistance 
requefjts  for  FY  1995,  for  Turkey,  Greece,  and  Cyprus. 

Aid  ty_  Cen.s u s_i  n  J" ,  Y .. B. ._Q  J5Lt 

The  census,  presently  pJ^mned  for  June  1994,  will  \)-:\ 
principally  funded  by  2  million  ecus  (about  $2,200,00")  froii. 
the  EU  Commission.   An  additional  DM  500,000  (about  $300,000) 
lias  been  offered  by  Germany.   The  Council  of  Europe  i  :j 
providing  teclinical  assistance  to  assist  the  F.Y.R.O.M.  in 
setting  up  the  census,  will  provide  international  monitocs  t" 
ensure  that  the  census  is  conducted  fairly,  and  has  est  nlii  i  sht-d 
a  fund  to  meet  expenses  which  may  not  be  met  in  full  from  utliei 
sources.   We  have  discussed  trhe  census  project  with  th'i 
government  of  the  F.y.r.o.M.  and  expressed  the  importance  of 
hrivinq  the  census  roi 'iucted  fairly  and  accurately.   Wp  i)>-^  i  i  .•■•fj 
that  the  efforts  of  Hie  Eu)opean  c;rjnt  r  ibutors  and  irii<^rn,il  i(.ii;il 
nonituis  vjill  help  e'lsure  h  :;atiL  ■'' actory  result  . 


rhi>    iloiu) t  liIi le 

[•ee  Hami  I  ton  , 
(Jh;i  i  T  man  , 

Committee  on  Foreign  Affairs, 

U.S.  Hour;e  of  Representatives 
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Counter-Narcotics  Assistance  to  CEE  and  FSU 

As  Representative  Gilraan  noted.  Central  and  Eastern  Europe 
and  the  states  of  the  former  Soviet  Union  are  increasingly- 
vulnerable  to  the  drug  trade,  due  to  economic  and  political 
turmoil  and  to  generally  weakened  law  enforcement.   We  have 
seen  a  rise  both  in  drug  use  and  in  drug  trafficking  in  the 
region.   Most  governments  in  the  region  remain  ill-prepared  to 
combat  this  problem. 

We  are  working  with  the  West  European  nations,  who  suffer 
roost  directly  from  the  rising  drug  problem  in  the  region,  in 
multilateral  efforts  to  provide  counter-narcotics  assistance 
through  the  Dublin  Group  and  the  United  Nations.   We  have  also 
earmarked  over  $1  million  of  our  contribution  to  the  United 
Nations  Drug  Control  Program  for  Central  and  Eastern  Europe  and 
the  NIS. 

In  addition  to  financial  assistance,  we  have  provided 
substantial  technical  assistance.   For  example,  we  have 
provided  training  in  law  enforcement,  customs  and  demand 
reduction;  money  laundering  seminars;  and  evaluations  of  local 
problems  and  enforcement  capabilities.   A  fuller  list  of  the 
assistance  we  have  provided  is  enclosed.   We  intend  to  continue 
to  provide  assistance  to  the  states  in  this  region  to  help  them 
combat  this  growing  drug  problem. 

Intern a tional  Fund  for  Ireland  Assistance 

Since  its  inception,  the  International  Fund  for  Ireland  has 
funded  projects  on  both  sides  of  the  border  and,  within 
Northern  Ireland,  projects  that  benefit  both  communities.   In 
1993,  258  projects  in  Northern  Ireland  were  funded  for 
approximately  $30  million;  69  projects  were  funded  in  the 
Republic  of  I'reland  for  approximately  $9  million;  and  64 
projects  which  benefit  both  the  Republic  of  Ireland  and 
Northern  Ireland  were  funded  for  approximately  $7  million.   The 
Board  of  Directors  of  the  fund  emphasizes  projects  which 
benefit  both  Protestant  and  Catholic  communities 
simultaneously,  and  projects  which  create  jobs  in  areas  of  high 
unemployment  in  Northern  Ireland. 
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Partnership  £or  Peace 

As  of  March  30,  1994,  fourteen  countries  have  signed  the 
Partnership  for  Peace  Framework  agreement:   Romania,  Lithuania, 
Poland,  Estonia,  Hungary,  Ukraine,  Slovakia,  Bulgaria,  Latvia, 
Albania,  the  Czech  Republic,  Moldova,  Georgia,  and  Slovenia. 
Other  countries  of  Central  and  Eastern  Europe  and  the  former 
Soviet  Union,  including  Russia,  have  expressed  an  interest  in 
joining,  along  with  some  of  the  traditional  neutral  states  of 
Western  Europe. 

I  hope  this  information  is  helpful  to  you.   Please  feel 
free  to  contact  us  if  you  need  any  further  information. 

Sincerely, 

Wendy  R.  Sherman 
Assistant  Secretary 
Legislative  Affairs 
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AID  TO  vSOlJTHERN  EUROPEAN  STATES 
($  thousand) 


FY  '94  FY' 95  Request 

Turkey 

Military  financing  405,000  453,000 

Economic  assistance  120,000  100,000 

Direct  training  1,000  1,000 

Family  planning  5,500  5,500 

Development  assistance  625             

Narcotics  assistance  400  400 

Greece 

Military  financing  283,500  317,000 

Direct  training  100  50 

Cyprus 

Economic  assistance  15,000  15,000 


NOTE:   Military  financing  is  in  the  form  of  loans  and  was 
previously  known  as  FMF.   Economic  assistance  was  previously 
known  as  ESF.   Direct  training  was  previously  known  as  IMET. 
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Counternarcotics  and  Judicial  Assistance  to  Eastern  Europe 
and  the  Newly  Independent  States 
by  the  United  States  of  America,  1991-94 


Law  Enforcement  Training,  Technical  Assistance  and 
Commodities 

Drug  Enforcement  Administration 

The  Bureau  of  International  Narcotics  Matters, 
Department  of  State  has  provided  the  following  courses 
given  by  Drug  Enforcement  Administration  for  the  past  four 
years  . 

In-Country  Drug  Enforcement  School  -  USSR  and 
former  Yugoslavia. 

Regional  Advanced  Drug  Enforcement  Schools  - 
participants  from  Bulgaria,  former 
Czechoslovakia  Republics,  Hungary,  Poland, 
Romania,  Russia,  former  USSR,  former  Yugoslavia. 

Regional  Drug  Enforcement  Programs  were  held  in 
1993  in  Budapest  and  Moscow  for  students  from 
Bulgaria,  the  Czech  Republic  and  Slovakia, 
Hungary,  Poland,  Romania,  Albania,  Slovenia, 
Russia,  Latvia,  Lithuania,  Estonia,  Belarus, 
Ukraine,  and  other  Newly  Independent  States. 
For  1994,  regional  programs  involving  EE/NIS 
countries  will  be  held  in  Kiev,  Athens  and 
Almaty . 

International  Narcotics  Enforcement  Management 
Seminar  in  Washington,  D.C.  -  students 
participated  from  Bulgaria,  Estonia,  Hungary, 
Latvia,  Poland,  Romania,  Russia,  Ukraine,  former 
USSR,  former  Yugoslavia. 

Forensic  Chemists  Seminar  -  participants  from 
Bulgaria,  Hungary,  Lithuania,  Romania,  former 
USSR. 

Judicial  Seminar  -  in  the  former  Yugoslavia. 


Seminar  on  precursor  and  essential  chemical 
controls  -  held  in  Warsaw,  Poland,  with 
participants  from  East  European  nations. 

DEA  sent  two  technical  assistance  teams  to  the  former 
USSR  to  advise  on  narcotic  crop  cultivation  detection  and 
eradication  (1990)  and  to  do  an  overall  drug  control 
assessment  in  1993. 

DEA  has  participated  in  assessment  teams  organized  by 
the  Department  of  Justice  for  the  purpose  of  determining 
law  enforcement  assistance  needs  in  Poland  and  Russia. 
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United  States  Customs  Service 

Bureau  of  International  Narcotics  Matters,  Department 
of  State  has  funded  the  following  U.S.  Customs 
anti-narcotics  training  over  the  past  four  years: 

Overseas  Enforcement  Training  -  Bulgaria, 
Latvia,  Lithuania,  Kazakhstan,  Kyrgyzstan, 
Turkmenistan,  former  Yugoslavia. 

Train-the-Trainer  Workshops  -  Hungary,  former 
USSR,  former  Czechoslovakia,  Estonia,  Poland. 

Mid-Management  Seminar  -  Armenia,  Estonia, 
Georgia,  Hungary,  Kazakhstan,  Kyrgyzstan, 
Latvia,  Poland,  Tajikistan,  Ukraine,  Uzbekistan. 

Executive  Observation  Program  -  Czech  and  Slovak 
Republics . 

In  September  of  1993  Customs  held  a  Regional 
Overseas  Enforcement  Training  Program  in 
Tashkent,  Uzbekistan,  for  the  Central  Asian 
Republics  of  the  NIS. 

U.S.  Customs  recently  provided  four  vehicles  to 
Russian  State  Customs  Committee. 

Customs  Technical  Assistance  Programs 

Albania 

In  September  1991,  Customs  sent  a  senior  attorney  to 
Tirana' to  assist  the  Ministry  of  Finance  in  drafting 
a  new  Customs  law. 

Bulgaria 

In  September  1992,  Customs   provided  an  Overseas 
Enforcement  Training  course,  and  a  Basic  Course  in 
Export  Control . 

Hungary 

Customs  has  been  working  with  Hungarian  Customs  in  a 
number  of  law  enforcement  areas  besides  narcotics, 
principally  in  export  controls  and  in  money 
laundering  and  other  financial  crimes.   Customs  is 
also  engaged  in  an  on-going  series  of  exchanges  of 
experts  in  computerization  of  trade  functions. 
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Poland  and  Czech  Republic  and  Slovakia 

Customs  directors  of  all  three  countries  have  visited 
the  U.S.  as  part  of  our  Executive  Observation 
Programs.   The  Customs  Services  of  all  three 
countries  are  receiving  assistance  in  automation. 

Estonia,  Latvia,  Lithuania 

In  1993  the  Directors  General  of  the  Customs  Services 
of  these  states  came  to  the  U.S.  on  an  Executive 
Observation  Program.   U.S.  Customs  has  formulated 
comprehensive  assistance  programs  to  these  countries 
which  include  training  and  assistance  in  narcotics 
interdiction,  export  enforcement,  financial  crimes 
(including  money  laundering),  computerization  of 
customs,  revenue  enhancement  and  trade  facilitation. 
This  assistance  is  funded  by  an  initial  $400,000 
grant  from  the  U.S.  Agency  for  International 
Development  (USAID) . 

Russia 

Customs  has  been  assisting  the  Soviet  Union,  and  now 
Russia,  with  Customs  computerization  for  about  two 
years  through  a  series  of  short-term  exchanges.   The 
Chairman  of  the  State  Customs  Committee  visited  U.S. 
Customs  installations  on  a  self-funded  Executive 
Observation  Program  in  January,  1994. 

Additional  Department  of  State  Assistance 

The  Bureau  of  International  Narcotics  Matters,  Department 
of  State,  has  begun  to  offer  limited  assistance  to  East 
European  nations  to  increase  their  interdiction  and  law 
enforcement  capabilities.   For  example: 

In  1993,  Bulgaria  and  Russia  received  assistance 
for  narcotics  test  kits. 

In  1992,  Bulgaria,  Romania,  and  Hungary  received 
a  total  of  $11,000  for  narcotics  test  kits, 
equipment,  and  computer  support. 

In  1991,  the  Department  of  State  provided 
$200,000  through  the  United  Nations  Durg  Control 
Program  (UNDCP)  for  a  project  to  improve  Customs 
capabilities  in  the  former  Czechoslovakia. 

An  anti-narcotics  needs  assessment  of  the 
Central  Asian  Republics  of  the  NIS  was  completed 
in  May  1993 . 
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Judicial  Assistance 

Bulgaria,  former  Czechoslovakia,  Hungary,  and  Romania 

In  1992,  the  Department  of  Justice  sent  four 
experienced  Assistant  United  States  attorneys  to 
Bulgaria,  Czechoslovakia,  Hungary  and  Romania. 


Poland 


In  April  1992,  the  U.S.  Department  of  Justice  led  a 
multi-agency  team  to  assess  overall  Polish  law 
enforcement  training  needs,  witli  an  emphasis  on  white 
collar  crime  and  financial  fraud,  including  money 
laundering . 

The  Federal  Bureau  of  Investigation  (FBI)  will  give  a 
two-week  training  course  to  Polish  investigators  in 
white  collar  criminal  investigation  including 
business  and  banking  practices  and  computer  crime. 
This  will  be  followed  up  by  a  similar  course  for 
Polish  prosecutors. 

Russia 

ICITAP  participated  in  DO J ' s  December  1992  mission  to 
assess  judicial  system  assistance  needs  in  Russia. 
In  November  of  1993,  ICITAP  submitted  a  revised 
project  proposal  to  DOS  for  providing  training  and 
infrastructure  development  to  the  Russian  Ministry  of 
Internal  Affairs. 

Demand  Reduction 

Eastern  Europe 

In  February  1994,  INM  developed  an  Eastern  European 
Regional  Demand  Reduction  Training  Center  in  Sicily 
in  collaboration  with  UNDCP  and  the  Governmnet  of 
Italy.   This  project  will  last  through  1997. 

From  FY  1991  through  FY  1993,  INM  provided  drug 
treatment  training  to  Hungary  on  the  establishment  of 
residential,  drug-free  programs  in  collaboration  with 
Daytop  International. 

In  FY  1993,  NIDA  conducted  a  regional  symposium  in 
Hungary  on  the  issue  of  drug  research  and 
epidemiology. 

In  FY  1993  and  FY  1994,  INM/CSAP/USIA  conducted 
school-based  prevention  training  on  the  developed  of 
prevention  curriculum  for  Hungarian  schools. 

In  1992,  USAID  funded  a  needs  assessment  of  the 
demand  reduction  requirements  of  East  European 
nat  ions  . 
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NIS 

In  FY  1994,  INM  provided  drug  treatment  training  to 
Ukraine  on  the  establishment  of  the  therapeutic 
community  model  of  treatment.   INM  also  provided  four 
Ukraine  officials  with  a  two  month  internship  at  the 
Walden  House  treatment  program  in  San  Francisco. 

In  June  1994,  INM  and  Daytop  International  will 
provide  training  to  Turkmenistan,  Uzbekistan,  and 
Tajikistan  as  a  follow-up  to  the  FY  1993  regional 
prevention/treatment  seminar  in  Kazakhstan. 

In  FY  1993,  INM  and  Daytop  International  provided  a 
regional  demand  reduction  training  session  on 
prevention/treatment  issues  in  Kazakhstan  for  the 
Central  Asian  States. 

In  FY  1993,  INM  provided  a  technical  assistance  visit 
to  Uzbekistan  to  assess  demand  reduction  needs. 

Financial/Money  Laundering  Assistance 

Hungary,  Poland,  and  Russia 

In  1993  the  Department  of  State  funded  Financial 
Action  Task  Force  Seminars  for  Bank  officials. 

Regional  Seminars 

DEA  held  an  Eastern  European  Asset  Forfeiture  Seminar 
in  Romania,  and  DEA  plans  to  hold  an  Asset  Forfeiture 
Seminar  for  the  former  Soviet  republics  in  St. 
Petersburg  in  August  of  1994. 
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Turkey  Economic  Overview 


In  1993,  robust  consunner  spending  and  large  investment  on  infrastructure  fuelled 
economic  growth  of  7%.   The  new  Prime  Minister,  Tansu  Ciller,  has  committed  to 
a  program  that  aims  to  maintain  the  high  growth  rates  Turkey  has  enjoyed  in  recent 
years,  while  reducing  inflation.    Success  will  require  new  fiscal  restraint, 
accelerated  privatization  of  state-owned  companies  and  the  lowering  of  tariffs  with 
Europe,  in  preparation  for  a  full  customs  union  with  the  European  Union  |EU)  by 
1995.    Reducing  the  government's  budget  deficit  remains  the  biggest  policy 
challenge  facing  the  government.  For  years,  the  Central  Bank  has  monetized  pan  of 
these  deficits  largely  to  support  money-losing  state  economic  enterprises  (SEEs) 
and  pay  the  wages  of  public  sector  workers.  This  policy  has  kept  inflation  high. 
The  sale  of  the  SEEs  has  been  difficult  because  of  strong  social  and  political 
pressures.   Tax  reform  legislation  passed  in  December  1993  may  increase  revenues 
to  the  government,  but  is  likely  to  be  offset  by  the  elimination  of  import  duties 
necessitated  by  the  move  towards  customs  union  with  the  EU.   The  Treasury  has 
resorted  to  borrowing  on  international  capital  markets,  which  for  most  of  1993 
tended  to  regard  Turkey  as  an  attractive  credit  risk.   The  government  has  also 
borrowed  heavily  on  the  domestic  capital  markets,  driving  up  interest  rates  and 
crowding  out  private  investment.    In  1993,  the  current  account  deficit  soared  to  a 
record  high  as  a  consequence  of  weak  export  performance  and  strong  domestic 
demand.   Turkey's  access  to  international  capital  markets  has  helped  it  to  finance 
its  current  account  deficit  and  service  its  external  debt  obligations.    However, 
attracting  capital  on  these  markets  in  1994  is  likely  to  be  more  difficult.    In  January 
1994,  two  international  debt  ratings  agencies,  Moody's  and  Standard  and  Poor's, 
downgraded  Turkey's  sovereign  debt  rating  to  a  riskier  investment  grade, 
prompting  swift  collapse  of  the  lira  against  major  currencies. 

I.  Economic  Performance 

Economic  performance  in  1993  reflected  the  continued  strong  growth  of  the 
Turkish  economy.   Compared  with  1992,  Turkey's  GNP  rose  a  buoyant  11%  in  the 
second  quarter,  followed  by  a  7.9%  rise  in  the  third  quarter  at  constant  prices. 
Economic  growth  for  1993  was  in  the  region  of  7%,  compared  with  5.4%  growth 
in  1992,  and  significantly  above  the  original  government  target  of  5%  (Table  1). 

In  agriculture,  which  remains  the  dominant  employment  sector,  output  fell  in  the 
first  two  quarters  by  an  average  of  4.5%,  but  in  the  third  quarter  there  was  better 
performance  coinciding  with  the  beginning  of  the  agricultural  export  season.   In  the 
first  half  of  the  year,  gross  investment  rose  by  20.9%  including  growth  in  private 
sector  investments  of  10.7%,  while  private  consumAtion  wasxipiiy  1_2.3%. 
Manufacturing  output  was  6.2%  above  its  first  half  1992  level,  while  within  that 
sector,  the  base  metals  and  chemical  industries  grew  at  14%  and  10.1% 
respectively.   Energy  output  was  also  particularly  strong  at  9.6%  growth. 
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II.  Prices  and  Wages 

Consumer  price  inflation  was  reportedly  71.1%  for  1993.  up  from  66%  the 
previous  year.  Comparing  the  first  eleven  months  of  1992  and  1993,  the  consumer 
price  index  rose  by  69.6%,  while  the  wholesale  price  index  rose  by  61.4%. 
Wholesale  price  increases  were  largest  with  respect  to  agriculture  and  energy, 
whereas  health  and  personal  care,  culture,  education  and  entertainment  registered 
the  greatest  increases  in  terms  of  the  consumer  price  index.  Recent  government 
actions  are  also  likely  to  have  contributed  to  inflationary  pressures,  as  significant 
price  increases  were  decreed  for  oil  products  and  natural  gas  in  July  1993.   Retail 
prices  for  state  cigarette  and  alcohol  products  were  raised  27%  in  September.   PTT 
(postal  and  telephone  state-owned  enterprise)  increased  its  charges  for  postal  and 
telephone  services  at  rates  varying  from  50%  to  100%,  possibly  influenced  in  part 
by  the  government's  desire  to  increase  the  attractiveness  of  PTT  prior  to  its 
proposed  privatization. 

Wage  negotiations  between  the  government  and  industrial  unions  averted  a  general 
strike  in  August,  but  resulted  in  an  agreement  that  provides  for  a  75%  increase  in 
wages  for  the  first  year,  which  was  clearly  above  the  current  annual  inflation  rate. 

III.  Public  Finances 

High  inflation  fuelled  by  persistently  large  fiscal  deficits  have  proved  to  be  the  most 
immediate  economic  issues  confronting  the  government  of  Prime  Minister  Tansu 
Ciller.    Despite  its  prominence  on  the  policy  agenda,  no  serious  attempt  has  yet 
been  made  to  reduce  the  public  sector  deficit,  which  increased  in  1992  to  an 
estimated  TL  101.2  trillion  (consolidated  budget  deficit  of  TL  56.2  trillion)  from  TL 
68.2  trillion  in  1991.   Fiscal  policy  in  recent  years  has  been  particularly  vulnerable 
to  electoral  factors,  and  the  prospect  of  local  government  elections  scheduled  for 
March  1994,  does  not  augur  well  for  improvement.  It  is  not  surprising  then  that  the 
consolidated  budget  deficit  is  expected  to  have  increased  to  TL  122  trillion  for 
1993,  in  advance  of  these  elections,  more  than  double  its  original  target.  For  the 
January-September  1993  period,  consolidated  budget  revenues,  reported  on  a 
provisional  basis,  increased  93.7%,  while  expenditures  grew  by  99.2%  resulting  in 
a  budget  deficit  of  TL  61.4  trillion  for  the  first  nine  months.   This  figure  does  not 
include  Extra-Budgetary  Funds  lEBFs),  other  funds,  local  government  administration 
and  SEEs,  which  when  included  would  increase  the  overall  public  sector  deficit. 
During  the  same  period,  the  total  budget  cash  balance  was  TL  74.4  trillion, 
financed  by  a  combination  of  external  borrowing  (11%),  Central  Bank's  advance 
(33%),  and  the  rest  by  domestic  borrowing. 

The  large  fiscal  deficits  have  been  financed  in  part  by  monetization,  external 
borrowing  and  to  the  largest  degree  by  domestic  bank  financing.    In  1992,  the 
Treasury   relied  more  on  short-term  domestic  credit  around   the  middle  of  the  year. 
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after  exceeding  its  borrowing  target  from  the  Central  Bank.   Although  its  goal  was 
to  lengthen  the  rriaturity  of  the  debt  and  lower  interest  costs,  the  Treasury  was 
forced  to  depend  more  on  short-term  domestic  debt  financing.'   In  part  because  of 
favorable  access  to  international  markets,  the  Treasury  was  able  to  extract  more 
favorable  terms  from  domestic  banks  throughout  the  rest  of  the  year. 

In  1992  and  1993,  in  an  effort  to  rationalize  several  EBFs,  aggregate  revenues  of 
most  of  the  EBFs  were  merged  with  the  consolidated  budget,  so  that  "excess" 
revenue  can  be  used  to  finance  other  budget  items.    However,  three  large  funds 
were  exempted  from  this  reform,  and  the  net  impact  on  the  public-sector  borrowing 
requirement  (PSBR)  is  likely  to  be  small,  as  it  is  not  clear  whether  revenue- 
withholding  is  sufficient  to  put  a  brake  on  EBF  borrowing. 

According  to  the  Organization  for  Economic  Cooperation  and  Development  (OECD), 
Turkey  has  the  lowest  tax  burden  of  any  of  its  members.   Revenues  for  the  general 
government  have  been  steady  at  around  26-27%  of  GNP  from  1988  -  92. 
However,   tax  revenues  are  undermined  by  inadequate  tax  administration,  tax 
evasion  and  a  proliferation  of  exemptions  and  rebates.   New  reforms  embodied  in  a 
tax  law  ratified  by  parliament  in  December  1993,  are  designed  to  broaden  the  tax 
base,  strengthen  compliance  and  reduce  corporate  tax  exemptions.   This  legislation 
is  expected  to  create  an  additional  TL  55  trillion  for  the  state  coffers  in  1994.  In 
addition,  increases  to  the  general  rate  of  value-added  tax  (VAT)  payable  on  goods 
and  services  can  be  expected  to  help  stem  the  widening  budget  deficit. 

IV.       SEE  Sector  Performance 

The  deterioration  in  fiscal  performance  can  be  mainly  attributed  to  the  continued 
drag  of  maintaining  the  poorly  performing  SEE  sector,  which  in  addition  to 
operational  inefficiencies  has  been  burdened  by  huge  agricultural  subsidies,  and 
politically  influenced  wage  settlements.      The  weak  budgetary  performance  has 
been  further  undermined  by  the  negligible  progress  made  in  privatization  of  the 
SEES. 

SEE  borrowing  has  been  a  major  factor  in  the  increase  in  the  PSBR  in  recent  years. 
From  1984-89,  the  SEE  borrowing  requirement  averaged  about  4%  of  GNP  (3.2% 
after  budgetary  transfers).   Since  then,  the  sector  has  deteriorated  significantly 
with  borrowing  increasing  to  6.3%  of  GNP  in  1990  and  7.9%  in  1991  (Table  2). 
In  1990,  wage  increases  and  a  generous  agricultural  support  policy  were  major 
reasons  for  the  jump  in  the  PSBR  from  11.6%  to  16.4%  of  GNP.   Wage  increases 


In  1993,  the  Treasury  was  able  to  restructure  its  domestic  debt  into  longer-term  maturities.  Three  month 
T-biUs  were  reduced  from  30%  of  Treasury  obligatios  to  closer  to  9%     In  June,  it  was  reported  that  the 
annualized  three-month  treasury  bill  rate  was  equivalent  to  a  yield  of  102.02%  compared  with  a  one-year 
government  bond  rate  of  85.37%. 
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in  the  range  of  120%  to  140%   were  granted,  which  in  turn  drove  up  the  private 
sector  wage  bill  and  contributed  to  inflationary  pressure.   In  support  of  the 
agricultural  subsidization  policy,  SEEs  created  huge  stocks  by  purchasing  low 
quality  tobacco  and  paying  twice  the  world  price  for  wheat.    In  1991,  real  wage 
increases  and  price  delays  leading  up  to  the  October  election  of  that  year  were  the 
nnajor  culprits  contributing  to  poor  budgetary  performance.     Transfers  to  SEEs, 
mostly  to  pay  wages  amounted  to  2.7%  of  GNP  in  1991.   Simultaneously,  the 
return  on  capital  employed  in  SEEs  fell  from  17.2%   in  1985  to  only  5.8%  in  1991, 
approximately  half  of  that  of  the  private  sector  and  under  the  cost  of  borrowing. 

The  World  Bank  estimates  that  the  PSBR  was  15.2%  of  GNP  in  1992  (excluding 
grants),  down  from  16.4%  in  1991.  In  1992,  lower  interest  payments  due  to  debt 
consolidation,  declining  agricultural  stocks,  and  more  frequent  price  adjustments 
helped  to  reduce  the  PSBR.^     However,  the  underlying  public-sector  deficit  position 
did  not  change  significantly  and  is  estimated  to  have  been  16.3%  of  GNP  in  1993, 
against  a  target  of  9%.   Future  prospects  are  not  promising,  because  in  addition  to 
the  generous  agriculture  support  program,  wages  are  set  by  contracts,  including 
almost  complete  indexing  and  will  continue  to  impose  a  severe  burden  on 
budgetary  financing.   Furthermore,  there  is  insufficient  investment  for  capital  stock 
investment  to  improve  productivity,  and  except  for  the  natural  monopolies,  SEEs  do 
not  have  much  room  for  price  increases  because  of  competition  from  imports  and 
more  efficient  domestic  producers. 

V.        Monetary  Developments 

Prior  to  the  mid-BOs,  the  Central  Bank's  responsibilities  left  it  with  little  room  to 
implement  an  effective  monetary  policy.    It's  main  activities  revolved  around 
financing  the  budget  and  SEE  deficits,  providing  foreign  exchange,  debt  servicing 
and  financing  the  balance  of  payments.    Since  1989,  the  Central  Bank  has  pursued 
a  medium-term  strategy,  the  primary  objective  of  which  is  to  steer  monetary  policy 
onto  a  disinflationary  course.  This  monetary  policy  was  formulated  in  terms  of 
aggregate  targets  for  the  net  foreign  exchange  position  of  the  Central  Bank,  the 
size  of  the  total  balance  sheet,  and  for  central  bank  money  (closely  related  to 
reserve  money).' 

Initial  success  by  the  Central  Bank  in  1990  slowed  the  increase  in  central  bank 
money  to  less  than  the  targeted  range.    In  1991,  the  Gulf  War  precipitated  an  oil 


The  reduction  of  PSBR  wilnessed  in  1992  was  also  partly  as  a  result  of  enhanced  revenues  associated  with 
a  Ux  amaesty  that  yieided  about  fl.9%  of  GNP  and  uas  oot  a  revenue  .source  in  1993. 

Central  bank  money  differs  from  reserve  money  in  that  it  includes  liabilities  to  banks  due  to  reversible 
open  market  operations,  and  potential  and  actual  liabilities  to  the  public  sector  (unused  credit  lines  and  public 
sector  deposits). 
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price  shock  and  domestic  financial  turbulence.   Those  events  combined  with  deficit 
financing  pressure  from  the  government  and  election  year  uncertainty  to  limit  the 
Central  Bank's  ability  to  carry  out  its  monetary  program. 

The  monetary  program  in  1992,  floundered  in  the  absence  of  a  clear  understanding 
of  the  Treasury's  approach  to  financing  the  deficit.    In  order  to  limit  the  increase  in 
the  budget's  interest  bill,  the  Treasury  was  reluctant  to  finance  its  borrowing  by 
engaging  in  domestic  financing,  even  though  such  activity  was  expected  to  reduce 
inflationary  pressures.   Despite  a  mid-year  change  of  Treasury  policy,  which  saw 
increased  reliance  on  domestic  borrowing  and  external  finance,  central  bank  money 
expanded  well  above  its  targeted  level.*   Expanded  Treasury  borrowing  was 
responsible  for  71%  of  reserve  money  growth  in  1992,  up  from  50%  in  1991. 
Overall  reserve  money  growth  was  67.1%  in  1992,  compared  to  central  bank 
money  growth  of  106%,  which  was  targeted  for  40-50%  growth  in  alignment  with 
the  targeted  inflation  rate.     The  Central  Bank  has  intervened  in  the  market  to 
check  the  monetary  expansion,  by  selling  foreign  currency  to  absorb  excess  lira 
liquidity.    However,  as  Turkey's  external  account  faces  mounting  pressures,  it's 
ability  to  maneouver  will  be  increasingly  circumscribed. 

In  the  absence  of  an  announced  monetary  program,  as  of  October  28,  1993, 
reserve  money  grew  by  63.5%  over  the  December  1992  figure,  a  virtual  replay  of 
1992.    For  1993,  Central  Bank  lending  to  the  public  sector  slowed  to  a  68.4% 
growth  rate,  compared  to  1 10%  the  previous  year.    Lending  to  the  Treasury 
increased  87.3%  as  compared  to  106.1%  for  the  same  period  in  1992,  and  22.1% 
for  SEEs  in  comparison  to  120.1%  a  year  earlier.    Demands  for  financing  by  the 
public  sector  slowed  in  1993.  as  a  result  of  the  increased  availability  of  funds  on 
international  and  domestic  capital  markets. 

An  issue  of  concern  for  monetary  authorities  in  Turkey,  is  the  proportion  of  the 
liquidity  that  is  denominated  in  foreign  currency.     Strong  expansion  of  foreign 
currency  deposits  held  by  residents  is  indicative  of  an  increase  in  currency 
substitution,  and  indicates  declining  confidence  in  domestic  money.    This 
undermines  the  use  of  the  money  supply  as  an  effective  monetary  policy 
benchmark.    It  may  also  reduce  the  inflation  tax  yield,  thereby  raising  inflation  for  a 
given  fiscal  deficit.    Exposure  of  financial  institutions  to  foreign  exchange  risk  on 
uncovered  foreign  currency-denominated  liabilities  is  also  increased.    Foreign 
currency  deposits  held  by  residents  expanded  to  35%  of  M2Y*  in  June  1992,  up 


n'he  Treasury  could  not  use  Cenlral  Barik  advances  indefinilcly  in  lieu  of  domestic  borrowing  because  of 
iegai  limits  on  its  bonowing.    According  to  the  Ccnt/aJ  Bink  charter,  ils  advances  to  the  Treasury  (>□  slock 
terms)  cannot  exceed  15%  of  the  budget  appropriations  approved  by  Parliament  for  a  given  year. 

^2Y  is  a  broad  monetary  aggregate  that  includes  time  and  demand  deposits,  currency  in  circulation  and 
foreign  exchange  deposits  belonging  to  residents. 


289 

from  18%  in  1990  and  8%  in  1985.    This  trend  continued  in  1993,  as  this  ratio 
rose  from  37%  to  an  estimated  43%  between  the  end  of  1992  to  the  end  of 
October." 

The  Central  Bank  does  not  have  direct  control  over  the  nominal  exchange  rate. 
However,  it  has  pursued  an  interventionist  policy  to  uphold  the  lira's  value  against 
major  world  currencies  as  a  check  against  inflation.   The  overvaluation  of  the  lira 
and  large  wage  increases  have  probably  hurt  export  competitiveness  despite 
productivity  growth  and  a  liberal  trade  regime. 

VI.       The  External  Sector 

Turkey  is  expected  to  have  a  record  current  account  deficit  well  in  excess  of  $5 
billion  for  1993  when  final  figures  become  available.     At  the  end  of  September 
1993,  the  current  account  deficit  was  an  alarming  $4.8  billion  compared  to  a 
deficit  of  $777  million  a  year  earlier  (Table  3).   This  deficit  was  due  to  a  widening 
trade  imbalance  brought  about  by  considerable  growth  in  imports,  despite  the  net 
rise  in  other  goods,  services  and  income.  The  trade  deficit  rose  83%  in  the  first 
nine  months  of  1993  when  compared  with  end-September  1992  figures.   The  nine 
month  deficit  was  $10.8  billion  comprising  $10.9  billion  in  exports  and  $21.7 
billion  in  imports.    As  the  economic  recovery  begun  in  1992  after  the  Gulf  Crisis 
accelerated  in  1993,  it  generated  a  fast  growth  of  imports.   Imports  of  investment 
goods  more  than  doubled,  while  consumption  goods  registered  a  40%  increase 
over  the  corresponding  period  of  the  previous  year.    Export  performance  was 
slightly  better  than  1992,  with  agricultural  goods  increasing  in  contrast  to  a 
decrease  in  1992,  however,  mining  products  declined  (18.9%)  and  industrial 
products  export  growth  was  slower. 

Trade  liberalization  coupled  with  real  exchange  rate  appreciation  and  strong 
consumer  demand,  combined  to  produce  a  trade  deficit  of  $9.6  billion  in  1990. 
The  current  account  registered  a  $2.6  billion  deficit  in  that  year.   The  Gulf  Crisis 
resulted  in  real  exchange  rate  depreciation  as  foreign  capital  slowed  considerably, 
which  when  combined  with  a  stagnant  economy  contributed  to  an  improvement  in 
export  competitiveness  and  a  narrowing  of  the  trade  deficit  to  $7.3  billion  in  1991. 
The  current  account  shifted  out  of  deficit  in  1991  to  a  surplus  of  $258  million,  as 
Turkey  was  the  recipient  of  $1.8  billion  in  Gulf  Crisis-related  grants,  which  helped 
to  ameliorate  the  impact  of  reductions  in  tourism  revenues  and  workers 
remittances.    The  rapid  increase  in  imports  in  1992,  particularly  in  terms  of  durable 
goods,  resulted  in  an  increase  in  the  trade  deficit  to  $8.2  billion.    At  the  same  time, 
tourism  revenues  increased  $1  billion  to  $3.6  billion,  and  workers  remittances  were 


"Through  October  1993.  foreign  exchange  deposits  increased  33.5Vi  overall  including  a  32  7%  increase  for 
resident  deposits  The  share  of  foreign  exchange  deposits  belonging  to  residents  of  Turkey  m  the  total  is  about 
8S*/<  while  that  of  non-residents  is  1S% 
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up  from  the  1991  level.     However,  Gulf  Crisis-related  grants  declined  significantly, 
as  official  unrequited  transfers  were  down  to  $912  million  from  $2.2  billion  the 
previous  year.    At  the  end  of  1992  the  current  account  registered  a  deficit  of  $943 
million. 

Strong  domestic  consumer  demand  and  the  progressive  liberalization  of  the  external 
sector  are  major  factors  at  odds  with  the  depressed  state  of  Western  Europe, 
where  Turkey's  main  export  markets  are  to  be  found.   These  factors  have 
contributed  significantly  to  the  yawning  trade  deficit.    Another  factor  has  been  the 
lira  exchange  rate,  which  was  relatively  stable  in  1993.   After  significant  real 
appreciation  of  the  currency  in  1989  and  1990,  by  9%  and  17%  respectively,  the 
real  average  effective  exchange  rate  has  remained  largely  unchanged.    Following 
the  debt  crisis  of  1979-80  and  massive  devaluations,  Turkey  moved  away  from  a 
fixed  exchange  rate  system  that  had  eroded  it's  export  competitiveness  to  one 
where,  after  f^ay  1981,  the  exchange  rate  was  adjusted  on  a  daily  basis.    Since 
1990  the  lira  has  been  fully  convertible  with  currency  exchange  rates  determined 
by  the  market,  although  the  Central  Bank  often  intervenes  to  dampen  short-term 
exchange  fluctuations. 

The  huge  trade  deficit  has  been  offset  somewhat  by  $7.1  billion  in  capital  inflow 
through  the  end  of  the  third  quarter  of  1993,  compared  to  $2.6  billion  for  the  same 
period  in  1992.    Short  term  capital  and  portfolio  investments  were  major  elements 
in  this  improvement,  which  resulted  in  an  overall  balance  of  payments  surplus  of 
$709  million  for  the  period.   Short  term  capital  increased  from  $938  million  to  $3.4 
billion,  while  portfolio  investments  rose  to  $2.1  billion  from  $1.7  billion  for  the 
1993  nine-month  period  compared  to  1992.    The  sharp  rise  in  capital  inflow 
witnessed  in  1993,  reflected  Turkey's  attractiveness  to  foreign  lenders.     Both  the 
Treasury  and  private  sector  sought  to  take  advantage  of  this  window  of 
opportunity,  which  may  be  less  open  in  1994  given  the  deteriorating  current 
account.    Other  long-term  capital  also  shifted  from  a  net  outflow  trend  since  1988 
to  an  inflow  of  $1.1  billion  compared  with  an  outflow  of  $705  million  for  the  same 
period  in  1992.    Direct  investment  on  the  other  hand  was  only  $428  million 
compared  to  $613  million  for  the  corresponding  1992  period.  Tourism   revenues 
were  up  slightly  as  were  workers  remittances,  but  official  unrequited  transfers  were 
down  37%. 

Turkey's  trade  with  OECD  countries  accounted  for  59.3%  of  exports  and  67.2%  of 
imports  for  the  first  nine  months  of  1993  (Chart  1).    The  share  of  Turkey's  trade 
with  Eastern  Europe  has  also  grown  whereas  the  trade  share  of  the  Middle  East 
and  North  Africa  has  declined.      The  decline  in  trade  with  Iraq  has  been  the  main 
reason  for  the  reduction  in  Middle  East  and  North  African  trade.    After  the  1988 
cutoff  of  export  credits  to  Iraq  and  later  on  the  Gulf  Crisis,  Turkey's  exports  to  Iraq 
declined  from  $546  million  to  $122  million  in  1991.   Turkey  has  lost  an  estimated 
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$300  million  in  transit  fees  annually  since  it  closed  two  of  Iraq's  oil  export  pipelines 
across  its  territory  in  August  1990. 

VII.  Turkey  and  the  European  Union 

Turkey  became  an  associate  member  of  the  European  Community  (EC)  in  1964, 
with  which  it  was  supposed  to  have  established  a  custonns  union  by  1985.   This 
process  has  been  delayed  in  part  for  economic,  and  also  for  political  reasons 
associated  with  Turkey's  human  rights  record.     Turkey  and  the  European  Union 
(EU)  are  set  to  establish  a  customs  union  on  January  1,  1995.'   This  will  require 
that  tariffs  between  the  parties  must  be  reduced  to  zero  and  Turkey  would  have  to 
accept  the  EU's  common  external  tariff  with  third  countries.    It  is  expected  that 
Turkish  manufacturers  in  the  industrial  sector,  particularly  the  automotive  and 
white  goods  sub-sectors  will  be  unprepared  for  a  zero  tariff  environment  with 
Europe  by  that  time.    If  selective  barriers  are  maintained  by  the  government  to 
protect  these  groups,  then  it  is  possible  that  EU  members  may  retain  quotas  on 
competitive  Turkish  exports,  such  as  textiles. 

The  1993  Turkish  Import  Regime  as  part  of  continued  efforts  to  harmonize 
Turkey's  tariff  system  with  that  of  the  EU,  introduced  a  single  tariff  system.   The 
number  of  duties  and  surcharges  has  been  reduced  from  eight  to  two  -  the  tariff 
rate  and  fund  charge  (Mass  Housing  Fund). 

VIII.  Debt  Service  Prospects 

Turkey  has  a  moderately  heavy  debt  service  burden  of  approximately  30-32%  of 
exports,  which  should  be  sustainable  as  long  as  its  external  accounts  enjoy  a 
healthy  cushion  of  $18  billion  in  gross  foreign  reserves  including  gold,  equivalent  to 
about  eight  months  of  imports.    Turkey  borrowed  heavily  on  international  markets 
in  1993  exceeding  its  planned  target  of    $2.2  billion.     The  Yen,  Sterling  and 
Deutsche  Mark  markets  were  tapped  for  a  total  of  $3.8  billion  in  1993.    In 
October,  Moody's  Investors  Service  put  Turkey  on  creditwatch,  which  prompted 
increased  activity  by  the  government  and  local  banks  to  borrow  even  more  in 
international  financial  markets.    Prior  to  the  recent  downgrade,  demand  for  short- 
term  Turkish  risk  was  still  significant  as  several  deals  for  trade  related  financing 
were  completed  by  commercial  banks,  albeit  at  higher  spreads.    Despite  the 
downgrade,  the  Treasury  was  still  confident  that  new  bond  issues  worth  about 
$1.5  billion  would  be  negotiated  by  the  middle  of  March. 


'Turkey  signed  a  free  trade  agreement  with  the  European  Free  Trade  Association  (EFTA)  in  1991     Under 
this  agreement,  customs  duties  and  related  charges  are  being  phased  out  under  the  same  timetable  as  the  EU 
agreement  and  additional  protocol,  begiruiing  with  the  1992  Turkish  Import  Regime.    In  July  1992.  Turkey  was 
a  founding  member  of  the  Black  Sea  Economic  Cooperation  Council,  the  eventual  goal  of  which  is  to  form  a 
free  trade  area. 
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Turkey's  external  debt  stood  at  $59.4  billion  ($44.9  billion  medium  and  long-term) 
after  the  first  six  months  of  1993,  and  is  certain  to  rise  beyond  that  for  the  whole 
year.    At  the  end  of  1992,  total  foreign  debt  was  $54.8  billion,  rising  from  $50.2 
billion  in  1991.   The  debt  service  and  debt-to-GNP  ratios  have  shown  improvement 
in  recent  years,  but  as  official  and  multilateral  shares  have  declined,  short-term 
exposure  has  grown.    Short-term  debt  as  a  percentage  of  total  debt  increased  from 
about  14.8%  in  1988-89  to  about  19.8%  in  1991-92,  reflecting  the  expanding  role 
of  the  private  sector  and  international  financial  markets.   Private  sector  borrowing 
has  risen  dramatically  in  recent  years.    In  terms  of  long-term  private  debt,  a  high  of 
$543  million  in  1990  was  followed  by  a  slowdown  in  1991  associated  with  the 
Gulf  Crisis,  before  skyrocketing  to  $2.2  billion  in  1992  {Table  4).    Borrowing  for 
1993  is  expected  to  be  even  larger. 

As  Turkey's  creditworthiness  indicators  improved  it  took  advantage  of  the 
borrowing  opportunities  available.     In  recent  years  Turkey  has  pursued  prudent 
policies.  With  the  exception  of  1990,  smaller  current  account  deficits  required  only 
a  moderate  rise  in  the  total  debt.    In  the  last  two  years,  Turkey's  debt  strategy  has 
been  heavily  dependent  on  bond  issues  rather  than  syndicated  loan  markets.   This 
has  helped  to  lengthen  maturities  and  spread  the  investor  base.   The  recent 
downgrade  may  force  a  return  to  the  syndicated  loan  markets  by  the  Treasury.    In 
turn  this  would  tend  to  encourage  private  sector  banks,  crowded  out  of  the 
syndicated  loan  markets,  to  increase  interest  rates  so  as  to  attract  domestic 
depositors  and  move  to  close  open  foreign  exchange  positions. 

Real  currency  depreciation,  as  has  occurred  recently  (discussed  in  the  following 
section)  can  be  an  asset  to  an  export-oriented  strategy  by  improving  export 
competitiveness  and  closing  the  current  account  gap.   However,  the  burden  of  debt 
service  will  be  raised  as  reflected  in  the  debt-to-output  ratio  and  the  domestic 
currency  equivalent  of  debt  service  payments.     Turkey's  continued  ability  to 
service  its  debt  vvithout  difficulty  will  depend  upon  progress  in  export  growth, 
reducing  the  burden  on  the  economy  of  domestic  financing  of  foreign  debt, 
determined  fiscal  restraint,  and  a  vigorous  privatization  program. 

IX.       Foreign  Exchanoe  and  Capital  Markets 

The  Turkish  lira  collapsed  dramatically  against  major  foreign  currencies  in  the  wake 
of  the  downgrading  of  its  sovereign  debt  rating  by  the  international  rating  agencies, 
Moody's,  and  Standard  and  Poor's,  on  January  13,  1994.   Moody's  lowered  the 
long-term  debt  rating  to  Bal  from  Baa3  while   Standard  and  Poor's  followed  with  a 
similar  move,  lowering  the  long  term  rating  to  BBB*  from  BBB.    In  its  report, 
Moody's  indicated  that  about  $8.5  billion  of  debt  securities  wouW  be  affected,  and 
cited  Turkey's  persistently  large  fiscal  deficits  as  the  key  contributor  to  high 
inflation  and  worsening  current  account  deficit. 
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In  frenetic  trading  over  three  days,  the  lira  depreciated  by  30%  against  the  dollar. 
On  January  19,  it  closed  at  between  TL  18,500  and  TL  20,000  to  the  dollar, 
compared  to  TL  13,723  to  the  dollar  at  the  end  of  November  1993,  and  TL  15,000 
on  the  first  of  the  year.      Potentially,  the  credit  downgrade,  while  not  wholly 
unexpected,  could  lead  to  greater  liquidity  problems  that  would  put  pressure  on  the 
government  to  devalue  the  lira  at  a  more  rapid  pace.     Such  a  scenario  would  fuel 
Turkey's  already  high  inflation  and  increase  the  cost  of  government  borrowing. 
Central  bank  sales  of  dollars  are  likely  to  be  tempered  by  the  erosion  of  its  foreign 
exchange  reserves,  which  stood  at  $5.7  billion,  down  from  $6.9  billion  at  the  end 
of  September,  amid  reports  that  a  high  of    $7.2  billion  had  been  reached  in 
December.     The  Central  Bank's  initial  response  to  the  crisis  was  to  raise  interest 
rates,  even  after  public  assurances  by  government  officials  that  it  would  allow  the 
market  to  find  its  level.     On  January  20,  the  Central  Bank  raised  annualized  weekly 
rates  to  135%  from  105%  and  annualized  four-day  rates  to  120%  from  100%. 
This  resulted  in  the  absorption  of  TL  6  trillion  ($353  million)  in  lira  liquidity. 

The  Central  Bank  has  since  raised   the  inter-bank  lending  rate  to  150%  and  sold 
dollars,  despite  the  decline  in  reserves  since  December  1993.   Turkish  interest 
rates  are  likely  to  remain  high   for  the  foreseeable  future  as  the  Treasury  offered 
three-month  bills  at  90%  a  year  to  absorb  lira  liquidity.    By  comparison,  the 
average  auction  price  on  three-month  treasury  bills  was  64.76%  in  September. 
The  rate  on  one-year  goverment  bonds  was  94%  at  the  most  recent  auction,  but 
the  Treasury  offered  98%  on  bills  with  shorter-term  maturities  during  the  initial  run 
on  the  lira.   The  Treasury  has  consistently  been  resistant  to  high  interest  rates, 
cancelling  seven  T-bill  auctions  since  November.    The  new  reality  means  at  least  a 
short-term  abandonment  of    Prime  Minister  Ciller's  advocacy  of  lower  interest  rates 
as  a  curb  on  government  interest  payments  and  inflation. 

The  Istanbul  Stock  Exchange  rose  to  record  heights  in  1993,  buoyed  by  the 
liberalization  of  the  domestic  financial  system,  a  fast  growing  economy,  and 
inexpensive  stock  prices.    As  private  sector  borrowing  competes  for  capital  with 
government  financing  needs,  the  stock  exchange  has  emerged  as  source  of  capital 
for  Turkish  companies.    Market   capitalization  was  TL  546  trillion  ($36.4  billion), 
compared  to  TL  85  trillion   ($5.6  billion)  at  the  end  of  1992.   As  of  June,  the 
average  price/earnings  ratio  based  on  year-on-year  company  profits  had  risen  to 
25.75  from  7.4  at  the  beginning  of  the  year.    The  exchange  rose  194%  in  dollar 
terms  in  1993,  the  60-share  composite  index  closing  at  20,682,  up  from  4004  at 
the  end  of  1992.  The  exchange  also  introduced  a  range  of  gold-based  investment 
instruments  offered  by  banks  and  available  for  trade.    For  the  institutional  investor, 
recent  tax  legislation,  effective  January  1,  should  also  encourage  greater 
investment  in  equities,  as  equity-filled  funds  are  exempted  from  corporate  and 
withholding  tax,  whereas  low-risk  trading  in  Treasury  bills  are  subject  to  5%  tax. 
The  exchange  may  also  benefit  by  a  move  to  new  facilities  and  the  acceleration  of 
computerized  trading,  inaugurated  on  a  partial  basis  in  December. 
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privgiigat'On 


Between  1984  and  1986,  the  institutional  framework  for  privatization  was 
legislated.  The  objectives  of  the  privatization  program  have  changed  over  time. 
Initially  it  was  supposed  to  improve  efficiency  and  promote  a  market  economy. 
Since  1986,  widespread  public  share  ownership  and  revenue  enhancement  to 
assist  with  the  rising  fiscal  deficits  have  been  added  as  objectives.   The 
government  planned  to  raise  TL  13  trillion  ($866  million)  through  privatization 
activities  in  1993,  but  was  only  able  to  realize  TL  5.5  trillion  ($366  million)  as  of 
November.    In  1992,   SEE  sales  resulted  in  $411  million.   The  Public  Participation 
Administration  (PPA).  which  handles  the  sale  of  state  assets  has  reported  that  no 
more  than  $1  billion  net  has  been  realized  thus  far  from  privatization  of  SEEs. 
From  1986-1992,  the  U.S.  Department  of  Commerce  reports  that    3  SEEs,  27  SEE 
affiliates,  4  banks,  and  73  industrial  cooperatives  have  been  listed  for  privatization 
with  the  PPA.     Of  that  number,  16  have  been  fully  privatized,  one  has  been 
liquidated,  8  have  undergone  no  privatization,  while  some  privatization  has 
occurred  in  the  rest.     Sectors  currently  being  privatized  or  under  consideration 
include  food  processing,  textiles  and  apparel,  telecommunications,  power 
production,  cement,  airline,  petrochemicals,  and  paper  (Table  5).     The  SEEs 
employ  more  than  a  third  of  the  workforce  outside  of  agriculture,  and  have 
traditionally  been  strongholds  for  political  patronage.    Any  serious  rationalization 
will  inevitably  involve  massive  job  losses.      The  PPA   aims  to  privatize  at  least 
30%  of  state  shares  by  1998,  generating  some  $10  billion  in  the  process,  and 
implying  a  significant  acceleration  of  efforts  to  date. 

The  sale  of  six  cement  companies  earned  the  PPA  $281  million  in  1992,  another 
five  have  received  bids  amounting  to  $164  million,  but  the  government  coalition 
members  on  the  Public  Participation  High  Council  (PPHC)  deem  that  the  price  is  too 
low.   The  cement  company  sales  have  been  the  most  lucrative  sales  to  date. 

The  potential  mother  lode  of  privatization  sales  would  be  that  of  the  profitable  PTT, 
the  postal  and  telephone  monopoly.    Its  sale  may  net  an  estimated  $20  billion. 
Mrs.  Ciller  reached  an  agreement  with  her  coalition  partners,  the  Social  Democrats, 
in  September,  to  proceed  with  an  initial  20%  offering,  while  maintaining  a  majority 
(51  %)  stake  in  the  company.     Within  five  years,  the  other  29%  would  be  sold. 
The  World  Bank  advised  the  government  to  split  off  the  telecommunications  part  of 
the  enterprise,  establishing  it  as  an  independent  company.     This  company  with  an 
estimated  asset  value  of  $7  billion  could  then  be  sold  to  private  investors  through 
share  offerings  overseas.    However,  while  fvlrs.  Ciller  was  out  of  the  country,  the 
Constitutional  Court  of  Turkey,  in  Ankara,  blocked  the  sale,    perhaps  setting  a 
precedent  for  future  ^aliis.  pariir.ulariy  when  assets  are  to  he  sold  to  non-Turks. 
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XI.       Turkey-U.S.  Economic  Relations 

Trade  between  the  United  States  and  Turkey  is  based  on  the  Treaty  of  Navigation 
and  Commerce  of  1929  and  a  Bilateral  Investment  Treaty  signed  in  1985.     Most- 
Favored-Nation  (MFN)  treatment  is  provided  in  the  application  of  import  and  export 
duties  and  restrictions.    In  1992,   the  U.S.  was  Turkey's  second  largest  import 
trade   partner  with  over  11  percent  market  share,  after  Germany,  which  had  a  16% 
market  share.    On  the  export  side,  the  U.S.  was  Turkey's  third  largest  export 
market  at  6%,  after  Germany  and  Italy,  at  25%  and  7%  respectively.    U.S.  exports 
to  Turkey  rose  from  $1.5  billion  in  1987  to  $2.7  billion  in  1992.    As  of  November, 
1993,  U.S.  exports  had  risen  to  $3.1  billion,  compared  to  $2.4  billion  for  the  same 
period  in  1992.    On  the  import  side,  U.S.  imports  from  Turkey  were  $1.5  billion  in 
1992,  and  had  reached  $1.1  billion  through  November  1993,  down  from  $1.4 
billion  for  the  same  period  in  1992  (see  Chart  1). 

U.S.  exports  to  Turkey  tend  to  be  dominated  by  defense  equipment  and  industrial 
raw  material,  whereas  Turkish  exports  to  the  U.S.  consist  to  the  largest  extent  of 
tobacco,  textiles  and  apparels,  and  miscellaneous  manufactures. 

Turkey's  consolidated  debt  to  the  U.S.  in  terms  of  credit  utilized  and  still 
outstanding  was  $2.45  billion   as  of  June  30,  1993  compared  to  $2.65  billion  a 
year  earlier.    Principal  and  interest  due  on  official  debt  and  unpaid  90  days  or  more 
was  $87.8  million,  down  from  $90.3  million,  the  previous  year  *  (Table  6). 

In  recent  years,  U.S. -Turkey  economic  relations  have  shifted  from  a  heavy  reliance 
on  U.S.  concessional  assistance  to  a  more  commercial  basis  focused  on  trade  and 
investment.   This  shift  was  given  explicit  recognition  through  the  convening  of  the 
Turkey-U.S.  Joint  Economic  Committee  which  met  in  Ankara  on  December  8  and 
9,  1993.   These  two  days  of  meetings  provided  an  unique  opportunity  to  review 
and  comment  on  the  Turkish  economic  reform  program  and  the  opportunities  to 
further  mutually  attractive  trade  and  investment  opportunities. 

Perhaps  the  most  important  conclusion  of  the  meeting  was  the  realization  that 
Turkey  can  access  vastly  more  resources  from  the  market  than  from  donors, 
provided  that  it  aggressively  pursues  those  economic  reforms  which  deal  with  its 
problems  of  budget  deficits,  inflation  and  the  excessively  large  public  sector. 


Source    Status  of  Active  Credits  of  ihe  United  States  Govtmmcnt   The  Department  of  the  Treasury,  Office 
of  the  Assistant  Secretary  for  Economic  Policy     Credits  reported  with  overdue  amounts  are  not  necessanly  m 
default,  but  are  frequently  itchnical  arrearages  pending  conclusion  of  discussions  or  negotiations  between  the 
borrower  and  collecting  agency. 
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XII.      Outlook 


Turkey's  macro-economic  target  for  growth  in  1994  is  4.5%.   Other  programmatic 
variables  may  be  more  difficult  to  attain,  particularly  with  respect  to  the  budget 
deficit.   In  1994,  Turkey  can  expect  to  face  increasing  balance  of  payments 
difficulties  as  real  depreciation  of  the  lira  collides  with  growing  consumer  demand 
and  investment  needs.   It  is  expected  that  the  public  sector  deficit  will  require  more 
inflationary  Central  Bank  money  creation,  as  the  borrowing  costs  of  the 
government  will  have  risen  on   domestic  and  international  markets.   The  prognosis 
is  therefore  not  good  on  the  inflation  front  and  Turkish  liquidity  is  likely  to  be 
increasingly  dominated  by  foreign  currency.   The  Central  Bank  will  have  a  more 
difficult  time  managing  foreign  exchange  as  Turkey  faces  a  widening  of  the  trade 
deficit  and  possible  slowdown  in  capital  inflow.   The  stock  exchange  will  provide  a 
source  of  capital  for  business,  but  in  the  current  economic  environment,  it  may  turn 
bearish  in  a  hurry.    Privatization  is  expected  to  proceed  slowly,  much  as  it  has  in 
the  past,  therefore  the  government  cannot  expect  to  finance  its  deficit  to  any 
significant  degree  from  sales.    Local  government  elections  scheduled  for  March  are 
likely  to  provide  a  barometer  for  the  longevity  of  the  present  coalition  government 
and  may  precipitate  early  general  elections  in  1995.   A  palatable  solution  to  the 
Kurdish  situation  would  probably  assist  in  attracting  additional  capital  and  tourism 
revenues.    Long  term  improvement  in  the  underlying  macroeconomic  imbalances 
are  not  likely  to  be  addressed  before  the  next  general  elections,  so  that  1994  may 
in  many  ways  be  similar  to  1993  except  that  it  will  probably  be  filled  with  more 
uncertainty. 


297 


Table  1.  Turkey  -  Key  Economic  Indicators 

MJd-1992  Population  (millions) 
1992  per  Capita  GNP  In  US$ 


Production  and  Prices  (%  change) 

Real  GNP 

Agriculture 

Industnal  Production 

Services 

Consumer  Prices 

Unemployment  (%  at  year  end) 

Macro  Policy  Performance  (%) 

Public  Sector  Borrowing  Requirement 
Current  Account  Balance  (%  of  GDP) 
Real  Exchange  Rate  (annual  average  %  change) 
Interest  Rate ' 

External  Accounts  ($  million) 

Exports,  fob 

Imports,  fob 

Net  Services  and  Transfers 

Current  Account  Balance 

External  Debt  at  year  end 

To  Official  Creditors 

To  Banks  and  other  private  creditors 
ToUl 

Of  which  Public  &  Publicly  Guar.  LT 

Debt  Service/Exports 
Int'l.  Reserves,  end-period  (minus  gold) 
Of  which  Official 


59.8 

1.980 

1991 

1992 

1993' 

0.3 

5.4 

7.0 

-0.8 

2.2 

0.0 

3.2 

6.9 

8.3 

0.8 

5.8 

5.7 

71.1 

66.0 

71.1 

7.8 

8.0 

7.0 

16.4 

1S.2 

16.3 

0.3 

-1.1 

n.a. 

1.1 

-1.3 

n.a. 

67.0 

72.2 

64.8 

13,672.0 

14,891.0 

(20,998.0) 

(23,082.0) 

7.598.0 

7.2480 

272.0 

(943.0) 

18.645.0 

17,100.0 

31,581.0 

37,672.0 

50.226.0 

54,772.0 

39,181.0 

39,640.0 

31.7 

31.9 

11.642.0 

13,760.0 

5,144.0 

6,116.0 

Notes: 

1.  SecuFil  (TOAth  nies  for  1993  ire  for  3fd  quuia  <»iK    ScmcagroMih  rtien  to  pnviu  pro(euiaDs  »nd  lervKcs 

2.  Real  t(fKO\t  cx£tiingr  nle  (cv  199:  ii  ihnj  Scpie mbcf  1992 

3.  Isiaoinic  refcniowaihudiveniciuc&CDnuon  3-roaDlbTfeaAt^  bilJt    1993  6|urcu  for  Sepiembo. 


Sources:  IMF,  World  Bank,  nationat  authorities 
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Table  3.  Turkey  -  Balance  of  Payments  Summary  ' 
($  million) 


Current  Account 

Exports  f.o.b. 
Imports  f.o.b. 

Trade  Balance 

Other  goods,  services  and  income:  Credit 

Tourism  and  Travel 

interest 

Other 
Other  goods,  services  and  income:  Debit 

Tourism  and  Travel 

Interest 

Other 

Total 

Private  unrequited  transfers:  Credit 

Workers'  remittances 

Other 
Private  unrequited  transfers:  Debit 
Official  unrequited  transfers  (net) 

Current  Account  Balance 

Capital,  Excluding  Reserves 

Direct  investment 
Portfolio  investment 
Other  long -term  capital 
Short-term  capital 

Net  Errors  and  Omissions 
Exceptional  Financing 
Counterpart  Items 

Overall  Balance 

Total  Change  in  Reserves 


1992 

14891 
(23,082) 


(943) 


January 
1992 

10,685 
(16,568) 


(5,002)  (3,752) 


September 
1993 

10,900 
(21,670) 


(8,191)  (5,883)        (10.770) 


10.451 

7.621 

8.960 

3,639 

2,951 

3,044 

1.012 

744 

832 

5.800 

3.926 

5,084 

(7.262) 

(5,490) 

(5,805) 

(776) 

(647) 

(718) 

(3,217) 

(2,333) 

(2,622) 

(3,269) 

(2,510) 

(2.465) 

(7.615) 


3.147 

2,243 

2,328 

3,008 

2,164 

2.291 

139 

116 

67 

0 

0 

0 

912 

732 

460 

(777)  (4,827) 


3.648 

779 

2.411 

(938) 

1.396 

2,569 
613 

1,723 
(705) 
938 

7,079 
428 
2,125 
1,083 
3,443 

(1.221) 
0 
0 

(1.143) 
0 
0 

(1.543) 
0 
0 

1.484 

649 

709 

(1,484) 

(649) 

(709) 

1.    Diia  for  1993  *rt  pro^-tsiooil 

Source:  Data  provided  by  the  Turkish  authorities 


300 


U 
CO 


c 

g 

*+-• 

o 

0 

i. 

b 

0) 

» 

< 

>^ 

CD 

c 

^ 

(0 
(O 

\^ 

«> 

.D 

o 

h- 

12 

3 

t- 

^^ 

_ 

O 

u 

■c 

E 
E 

CO 

^ 

o 
O 

O 

o 

■q. 

0) 

o 

w 

D 

vi 

e 

2 

3 

O 
(0 

CO 

01 
O) 


o 
a. 


n 

01 
0) 


a 
w 

c 
o 
-) 


r 

0 

a 
E 


M 
01 
0) 


a 

0) 

c 

Q 


■c 
o 

Q. 
X 


301 


Tat-le  4.  Turkey  -  External  Debt 
($  rmillion) 

I.  D«3t  OusUnding  and  Disbursed 

Public  &  Publicly  Guaranteed  Long  Term 

Official  Creditors 

MuWIataral 

Bilateral 

Private  Creditors 
Suppliers 
Financial  Markets 

Net  Disbursements 

Private  Non- guaranteed 
Net  Disbursements 

Total  Long  Term 

IMF  Credit 

Net  Short-Term  Capital 

ToUl  including  IMF  &  Net  Short-Term 


1988 


7.197 


1989 


1990 


1991 


4.424 


4,612 


4,821 


1992 


33.531 

34.776 

38.594 

39,131 

39,540 

17.249 

16.485 

18.118 

18,645 

17,100 

8.806 

8,625 

9,643 

10,189 

9,290 

8.442 

7.860 

8,475 

8,456 

7,811 

16.282 

18.292 

20,476 

20.536 

22,540 

1.367 

1,149 

982 

1,169 

730 

14,916 

17.143 

19,494 

19,368 

21,810 

5,415 


535 

795 

1,054 

1,928 

3,431 

161 

431 

543 

310 

2.229 

34.066 

35,571 

39,548 

41,109 

43.071 

299 

48 

0 

0 

0 

6.417 

5,745 

9,500 

9,117 

11.701 

40,782 

41,364 

49.148 

50,226 

54,772 

II.  Deo:  Service 


_3ng-term  debt 

IMF  repurchases  &  charges 

Snort-term  debt  (interest  only) 

Total  Debt  Service 


6.360 


7,525 


6,435 


7,092 


6,783 


7,353 


7,671 


8.172 


8,483 


486 

250 

53 

0 

0 

679 

407 

517 

501 

570 

9,053 


III.  Deo:  Indicators  (%) 

r-.;erest  Payments/GNP 
~=)*^l  Debl'GNP 

Oebt  Service  Ratio 


4.6 
59.2 

38.1 


40 
535 

32.4 


32 
46  1 

292 


32 
474 

31  7 


3.5 
506 

31.9 


Source    vvorld  Bank 
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TABLE  1 

GOVERNMENT  OF  PORTUGAL  FINANCES 

(Billi 

oos  of  escudos) 

19S6 

19S7 

1988 

1989 

1990 

1991 

Current  Revenue 

1659 

1873 

2285 

2819 

3268 

3998 

Taxes 

ISIO 

1685 

2103 

2485 

2919 

3487 

NoDUx  Revenue 

149 

187 

182 

334 

349 

511 

Current  Expenditures 

1764 

2023 

2341 

2757 

3398 

4121 

of  which 

Subsidies 

131 

98 

110 

127 

128 

511 

Interest 

405 

452 

467 

510 

698 

864 

Cuaent  Balance 

-105 

-151 

-56 

63 

-131 

-173 

Capital  Revenue 

115 

41 

23 

101 

109 

173 

Capitil  Expenditure 

317 

298 

334 

473 

553 

665 

Capital  Balance 

-202 

-256 

-311 

-372 

-444 

-492 

Overall  Balance 

-307 

-407 

-367 

-309 

-574 

-665 

PSBR 

453 

545 

55t 

435 

567 

500 

As  Percent  of  GDP 

Current  Expenditure 

39.9 

39.1 

39 

38.5 

39.8 

40.8  . 

Capital  Expenditure 

7.2 

5.7 

5.6 

6.6 

6.5 

6.6 

Overall  Deficit 

6.9 

7.9 

6.1 

4.3 

6.7 

6.6 

PSBR 

10.2 

10.5 

9.3 

6.1 

6.6 

4.9 

Memorandum  Ite 

ms 

GDP  (bil.  escudos) 

4420 

5175 

6003 

7168 

8530 

9865 

Inflation  (CPI  -  rent) 

n.3% 

9.4* 

9.7* 

12.6% 

13.4% 

12.4% 

Real  Eff.  Exch.  Rate 

99 

97.7 

91.3 

102.7 

109.3 

116.8 
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Testimony  of 

James  F.  Collins 

Before  the 

House  Foreign  Affairs  Committee 

Subcommittee  on  Europe  and  the  Middle  East 

March  24,  1994 


Mr.  Chairman,  members  of  the  subcommittee,  I  am  pleased  to 
appear  before  you  to  discuss  the  Administration's  implementation 
of  the  Freedom  Support  Act  and  other  elements  of  our  policy 
toward  the  New  Independent  States  of  the  former  Soviet  Union. 
To  assist  me  in  that  task,  I  am  accompanied  by  three 
distinguished  colleagues:   Ambassador  Tom  Simons,  Coordinator 
for  NIS  Assistance;  Tom  Dine,  AID'S  Assistant  Administrator  for 
Europe  and  the  NIS;  and  Gloria  Duffy,  Deputy  Assistant  Secretary 
of  Defense  and  Special  Coordinator  for  Cooperative  Threat 
Reduction. 

Mr.  Chairman,  my  task  today,  I  believe,  is  to  offer  you  a 
clear  picture  of  our  goals  with  respect  to  Russia  and  the  NIS 
and  to  indicate  how  the  assistance  our  taxpayers  provide  helps 
achieve  those  goals. 

Qui  Goals 

Mr.  Chairman,  in  the  new  independent  states,  we  seek  —  in 
the  broadest  terms  —  to  support  the  development  of  democratic 
political  systems,  to  assist  in  the  transition  to 
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market-oriented  economies,  and  to  achieve  substantial  reductions 
in  the  former  Soviet  nuclear  arsenal.   We  seek  these  objectives 
in  the  belief  that  the  reduction  of  nuclear  arsenals  will 
improve  security  for  all  of  Europe  and  that  the  transformation 
of  the  societies  of  the  NIS  will  make  possible  their  integration 
as  responsible,  democratic  states  into  the  world's  security, 
political,  and  economic  structures. 

We  are  convinced  that  the  success  of  reform  and  reformers 
in  the  former  Soviet  Union  is  vital  to  fundamental  American 
interests.   We  have  an  immediate  interest  in  seeing  that 
Russia's  still  massive  nuclear  arsenal  is  reduced  and  remains 
under  the  control  of  leaders  who  have  made  a  fundamental  break 
with  the  Soviet  past.   We  want  to  ensure  that  the  breakup  of  the 
Soviet  Union  does  not  lead  to  the  proliferation  of  weapons  of 
mass  destruction.   We  seek  to  prevent  any  return  of  the  global 
confrontation  that  preoccupied  our  politics  and  consumed  our 
resources  during  the  Cold  War. 

We  encourage  economic  reform  in  the  NIS  not  because  we 
want  to  imprint  a  western  stamp  on  their  economies,  but  because 
market  structures  are  necessary  for  their  integration  into  the 
global  economy.   If  Russia  and  the  NIS  are  to  prosper  in  the 
global  economy,  they  must  decentralize  their  economies  by 
privatizing  state  industries  and  stabilizing  their  macroeconomic 
situation.   The  long-term  economic  rewards  of  being  part  of  the 
global  system  far  outweigh  the  short-terra  costs  of  dismantling 
command  economies. 
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Bringing  Russia  and  the  NIS  into  the  global  trading  system 
will  create  a  new  market  for  our  products,  more  U.S.  jobs,  and 
the  benefits  of  shared  technological  cooperation.   Strengthening 
the  economies  of  the  NIS  and  their  links  to  the  West  will 
undercut  nationalistic  forces  that  exploit  economic  insecurity 
to  promote  an  expansionist  and  authoritarian  agenda. 

Mr.  Chairman,  before  turning  to  the  progress  we  have  made 
in  this  last  year  and  the  specific  elements  of  our  assistance 
program,  I  would  like  to  address  briefly  our  view  of  the 
prospects  for  reform  in  Russia  and  of  recent  developments  in 
U.S. -Russian  relations.   The  last  several  months  have  been,  in 
some  respects,  difficult.   Reform  has  come  under  political 
attack  in  Russia,  and  there  has  been — and  continues  to  be — a 
great  deal  of  uncertainty  about  the  pace  and  direction  of  reform 
efforts.   However,  the  recent  announcement  of  agreement  between 
Russia  and  the  IMF  is  evidence  that  the  top  leadership  in  Russia 
remains  committed  to  stabilizing  the  economy  in  the  face  of 
significant  political  challenges.   Their  task  will  not  be  easy 
and  we  can  expect  more  twists  and  turns  in  the  path.   But, 
President  Clinton  and  Secretary  Christopher  believe  we  must 
remain  engaged  in  supporting  reform  in  Russia. 

On  March  14,  Secretary  Christopher  and  Foreign  Minister 
Kozyrev  met  in  Vladivostok  for  a  candid  assessment  of  the 
U.S. -Russia  partnership.   Foreign  Minister  Kozyrev  underscored 
Russia's  strong  interest  in  the  preservation  and  development  of 
U.S. -Russia  cooperation.   But,  he  did  state  as  well  that  his 
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government  seeks  a  balance  between  the  need  to  assert  what  the 
Russian  government  perceives  as  Russia's  own  interests  and  the 
need  for  Russia's  integration  with  the  West. 
We  Made  Progress  in  1993 

It  will  take  time  for  Russia  to  complete  its  political  and 
economic  reforms.   The  United  States  must  be  in  this  effort  for 
the  long  haul  because  the  stakes  for  our  nation  are  immense.   I 
believe  we  can  point  to  some  hopeful  and  important  developments 
in  1993. 

President  Clinton's  first  summit  meeting  with  President 
Yeltsin,  one  year  ago  in  Vancouver,  took  place  at  a  time  when 
many  believed  that  Russia's  reformers  were  heading  for  defeat. 
But  Russia's  people  believed  differently  and  endorsed  reform  in 
last  spring's  referendum,  pressing  their  government  to  move 
ahead.   Following  the  dramatic  struggle  last  summer  and  fall 
between  President  Yeltsin  and  his  team  and  the  Congress  of 
Peoples  Deputies,  the  people  of  Russia  last  December  adopted  a 
new  constitution.   Today,  Russia  has  an  elected  president  and  a 
legitimately  elected  Parliament.   For  the  first  time,  real 
democratic  politics  has  come  to  Russia.   For  the  first  time, 
Russians  have  a  chance  to  establish  accountable,  lawful 
institutions  of  government.   This  effort  is  well  underway, 
guided  by  a  new  Constitution  that  provides  genuine  guarantees  of 
human  and  civil  rights. 

A  year  ago  we  faced  the  prospect  that  the  break-up  of  the 
former  Soviet  Union  would  lead  to  the  creation  of  new  nuclear 
weapon  states.   But  today,  Belarus  and  Kazakhstan  have  acceded 
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to  the  NPT  and  Ukraine  has  ratified  the  START  I  Treaty  and  the 
Lisbon  Protocol,  which  obligates  it  to  accede  to  the  NPT  in  the 
shortest  possible  time.   Under  the  terms  of  the  Trilateral 
Agreement  among  Russia,  the  United  States  and  Ukraine,  Ukraine 
is  committed  to  a  non-nuclear  future. 

Thousands  of  nuclear  weapons  from  the  former  Soviet 
nuclear  arsenal  are  now  destined  for  safe  and  secure 
dismantlement.   And,  in  accordance  with  an  agreement  reached 
during  President  Clinton's  January  visit  to  Moscow,  Russia's 
remaining  nuclear  weapons  are  no  longer  targeted  at  the  United 
States. 

A  year  ago  there  were  about  60,000  Russian  troops  in  the 
Baltic  states.   Today,  none  remain  in  Lithuania,  and  on  March 
14,  Russian  and  Latvian  negotiators  initialed  agreements  that 
provide  for  the  final  withdrawal  of  Russian  forces  from  Latvia 
by  the  end  of  August.   Less  than  3,000  Russian  troops  now  remain 
in  Estonia,  and  we  are  hopeful  that  a  final  agreement  will  soon 
be  reached  for  the  withdrawal  of  Russian  troops  from  Estonian 
soil . 

We  have  developed  close  cooperation  with  Russia  in 
critical  areas  of  the  world.   A  recent  example  was  our  efforts 
with  Russia  to  find  a  peaceful  solution  to  the  war  in  Bosnia. 
Russia  is  supportive  of  our  efforts,  both  in  the  United  Nations 
and  on  the  ground,  to  urge  the  Serbs  to  join  a  larger  settlement 
that  will  bring  a  cease-fire  and  allow  the  process  of  rebuilding 
to  begin.   In  Zagreb,  the  United  States  and  Russia  are  working 
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together  to  help  negotiate  a  general  cease-fire  between  the 
Krajina  Serbs  and  the  Croatian  government.   Ambassador  Redman 
and  Russian  Deputy  Foreign  Minister  Churkin  are  in  daily  contact 
to  prepare  for  the  next  stage  of  negotiations  on  an  overall 
settlement  in  Bosnia.   And,  Mr.  Chairman,  we  believe  the  pattern 
of  cooperation  the  United  States  and  Russia  developed  as 
co-sponsors  of  the  Middle  East  Peace  Process  can  make  a 
continuing  positive  contribution  to  reaching  a  lasting 
settlement  of  that  conflict. 

There  will  be  times  when  our  interests  and  therefore  our 
policies  are  at  odds.   When  we  can,  we  will  work  together;  when 
there  are  differences,  we  will  find  ways  of  minimizing  the 
damage,  both  to  the  issue  at  hand  and  to  the  relationship  as  a 
whole. 

I  do  not  intend,  Mr.  Chairman,  to  give  the  impression  that 
developments  across  the  NIS  are  uniformly  positive;  on  the 
contrary,  1993  provided  us  with  events  that  were  deeply 
sobering.   The  political  situation  in  Russia  is  still 
unpredictable;  Communists,  nationalists,  and  their  allies  in  the 
new  Russian  Parliament  are  challenging  the  pace  and  in  some 
cases  the  very  direction  of  reform.   The  economic  situation  in 
Ukraine  is  also  extremely  troubling,  and  it  will  not  improve 
overnight.   Ethnic  conflicts  on  Russia's  periphery  threaten  the 
sovereignty  of  some  NIS  and  invite  intervention  by  outsiders  or 
other  states. 
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But  we  cannot  allow  these  sobering  £acts  to  distract  us 

from  our  fundamental  goals.   On  the  contrary:  it  is  precisely 

because  reform  is  challenged  that  we  must  persevere  and  be 

patient  in  our  support.   As  Secretary  Christopher  stated  before 

this  Subcommittee  on  March  1: 

If  we  disengage  now,  Mr.  Chairman,  we  would  not  be  hurting 
the  enemies  of  reform;  we  would  be  hurting  its  friends. 
We  would  not  be  helping  American  interests;  we  would  be 
helping  the  forces  opposed  to  our  interests.  .  .  .   That 
would  be  the  wrong  course  for  those  nations  that  escaped 
the  Soviet  orbit  but  would  be  threatened  if  Russia's 
reforms  fail.   Most  important,  that  would  be  the  wrong 
course  for  America. 

Georgian  Parliamant  Chairman  Eduard  Shevardnadze  stated 

the  case  clearly  to  President  Clinton  three  weeks  ago.   He  said, 

"No  country  will  be  able  to  make  it  to  democracy  and  to  a  market 

economy  without  assistance  from  the  outside."   We  agree  with 

Chairman  Shevardnadze.  We  believe  our  assistance  has  made  and 

will  continue  to  make  a  difference. 

Broadening  Our  Efforts 

Mr.  Chairman,  as  this  Administration  began  to  engage  with 
the  NIS,  it  focused  our  assistance  efforts  consciously  on 
Russia.   We  did  so  for  one  reason  in  particular:   reform  in  all 
the  NIS  states  is  critically  dependent  on  reform  in  Russia. 
Many  times,  reformist  leaders  of  NIS  states  have  told  us  that 
their  prospects  are  inexorably  tied  to  the  success  of  Russian 
reform.   But  even  as  we  gave  Russia  our  weighted  attention,  we 
also  made  clear  that  our  policy  had  an  NIS-wide  focus. 
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Today,  due  to  our  efforts  over  the  past  year,  we  are  able 
to  broaden  our  engagement  in  the  NIS  in  response  to  new 
opportunities  afforded  us  by  positive  developments  in  those 
important  states. 

Three  weeks  ago,  we  inaugurated  a  new  era  in 
U.S. -Ukrainian  relations.   With  the  implementation  of  the 
Trilateral  Agreement  underway,  the  U.S. -Ukraine  relationship 
will  now  focus  on  important  economic  and  political  questions. 
We  believe  a  strong,  stable  and  independent  Ukraine  —  a  Ukraine 
that  has  begun  to  reform  its  failing  economy  —  is  vital  to 
stability  and  peace  in  Central  Europe. 

During  President  Kravchuk's  visit  to  Washington,  the 
United  States  announced  we  would  double  our  economic  and  nuclear 
dismantlement  assistance  to  Ukraine  to  $700  million.    The 
United  States  and  Ukraine  also  agreed  to  establish  a  special 
bilateral  commission  on  trade  and  investment  to  expand 
commercial  relations.   Only  days  after  President  Kravchuk's 
visit,  Eduard  Shevardnadze  came  to  Washington.   President 
Clinton  reaffirmed  our  intention  to  continue  assistance  to 
Georgia  in  agriculture,  food,  medicine,  and  fiscal  and  monetary 
policy.   The  President  renewed  our  commitment  to  helping  persons 
displaced  by  the  fighting  in  the  Abkhazia  region  of  Georgia. 
"If  it  were  not  for  the  assistance  of  the  American  people," 
"Chairman  Shevardnadze  told  the  President,  "our  Georgian  people 
in  the  fullest  sense  of  the  word  would  be  starving." 
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President  Clinton  also  announced  that  the  United  States 
would  support  a  U.N.  peacekeeping  operation  in  Georgia  if 
progress  is  made  in  reaching  a  political  settlement  and  in 
developing  a  clear  strategy  for  the  return  of  the  more  than 
200,000  persons  displaced  by  the  conflict. 

Last  month,  Kazakhstani  President  Nursultan  Nazarbayev 
visited  Washington.   As  you  know,  Mr.  Chairman,  Kazakhstan  has 
fulfilled  its  denuclearization  commitments  under  the  Lisbon 
Protocol.   At  the  White  House  on  February  14,  President 
Nazarbayev  presented  President  Clinton  with  Kazakhstan's 
instrument  of  accession  to  the  Nuclear  Non-Proliferation  Treaty 
confirming  its  adherence  to  the  NPT  as  a  non-nuclear  weapon 
state. 

As  we  broaden  our  efforts  in  the  non-Russian  NIS,  we  have 
also  broadened  our  contacts  and  our  activities  within  Russia. 
The  Gore-Chernomyrdin  Commission  has  made  significant  progress 
on  economic,  scientific,  and  environmental  cooperation.   We  are 
pleased  that  Congress  has  launched  exchange  and  cooperation 
agreements  with  the  new  Russian  Parliament.   The  chairman  of  the 
lower  house  of  the  Parliament,  Ivan  Rybkin,  assured  us  during 
his  recent  visit  that  he  will  work  with  President  Yeltsin.   His 
delegation  —  which  included  a  number  of  chairmen  of  important 
legislative  committees  —  gave  us  the  sense  that  we  too  can  work 
with  a  wide  range  of  partners  in  the  new  Russian  legislature. 

We  are  also  expanding  the  geographic  scope  of  our  efforts 
in  Russia.   In  1992,  we  opened  a  Consulate  in  Vladivostok  to 
promote  U.S.  interests  in  the  resource-rich  Russian  Far  East  and 
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to  keep  tabs  on  one  of  Russia's  largest  most  dynamic  and  rapidly 
developing  regions.   We  will  soon  open  a  new  Consulate  in 
Yekaterinburg,  in  the  center  of  Russia's  industrial  heartland. 

Our  Assistance  Strategy 

Mr.  Chairman,  our  assistance  program  is  guided  by 
President  Clinton's  goal  of  forging  a  strategic  alliance  with 
reformers  throughout  the  NIS  as  they  seek  stability  and 
prosperity  for  their  new  nations. 

We  are  convinced  that  stability  and  prosperity  can  only  be 
secured  over  time  by  determined  movement  toward  market 
democracy.   We  intend  to  direct  a  large  proportion  of  our 
assistance  to  those  countries  which  demonstrate  the  political 
will  to  introduce  difficult  democratic  and  market  reforms. 

The  nations  of  the  former  Soviet  Union  are  not 
underdeveloped  in  the  traditional  sense.   They  are  rich  in  human 
and  physical  resources,  but  their  political  and  economic 
institutions  were  created  to  support  political  and  economic 
dictatorship.   The  purpose  of  our  assistance  is  to  help  talented 
people  in  potentially  rich  countries  to  build  the  basic 
infrastructure  of  civil,  prosperous,  democratic  societies.   We 
should  keep  in  mind  that  these  new  institutions,  whether  they 
are  local  governments  or  small  businesses  or  banks  or  political 
parties  or  stock  exchanges  or  civic  organizations,  must  be  built 
essentially  from  scratch. 
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Comparative  advantage 

We  have  designed  our  assistance  program  to  draw  on 
American  strengths.   Most  of  our  assistance  fits  into  four 
general  categories: 

•  We  have  the  technical  expertise  to  assist  the  NIS  to 
dismantle  nuclear  weapons. 

•  Our  Peace  Corps,  USIA,  AID,  USDA  training  and  exchange 
programs  can  transfer  our  experience  and  build  personal 
relationships  among  Americans  and  the  people  of  the  NIS. 

•  Third,  we  have  200  years  of  experience  with  democracy.   We 
know  something  about  stock  markets,  antimonopoly 
regulation,  monetary  policy,  non-governmental 
organizations,  labor  unions,  etc.   Not  all  of  what  works 
here  will  work  there,  but  we  can  give  them  the  benefit  of 
our  experience. 

•  Finally,  we  can  provide  investment  capital  to  support 
entrepreneurship  and  private  initiative   —  the  life  blood 
of  any  free  economy. 

Assistance  Program 

Our  assistance  strategy,  then,  is  to  provide  support  to 
reformers  as  they  struggle  to  make  the  transition  in  three  areas: 

•  a  transition  to  a  new  security  regime  with  much  lower 
level  of  arms; 

•  a  transition  to  democratic,  accountable  government;  and 


315 


•     a  transition  to  market  economies  in  which  individuals,  not 
the  state,  decide  what  to  make,  buy  and  sell- 
Let  me  cite  some  specific  examples  of  our  assistance 
program. 

The  assistance  we  provide  to  support  the  transition  to  a 
new  security  regime  has  focussed  on  the  elimination  of  nuclear 
weapons.  The  Nunn-Lugar/SSD  program  is  now  established  in  all 
four  states  that  inherited  nuclear  weapons  from  the  breakup  of 
the  Soviet  Union. 

In  Russia,  where  the  SSD  program  is  most  mature,  we  have 
provided  nuclear  safety  equipment  and  (a  prototype  railcar)  to 
transport  nuclear  warheads.    This  equipment  will  make  a 
significant  impact  as  strategic  nuclear  warheads  are  returned  to 
Russia  for  dismantlement  from  Ukraine,  Belarus,  and  Kazakhstan 
over  the  next  several  years. 

Nunn-Lugar  assistance  has  also  had  a  significant  impact  in 
Ukraine.   Last  month,  Ukraine  made  an  emergency  request  for 
equipment  to  carry  out  the  deactivation  of  its  entire  SS-24 
missile  force  and  virtually  all  of  this  assistance  will  be 
delivered  this  month  or  in  early  April.   While  we  may  not  always 
be  able  to  meet  this  standard  for  the  delivery  of  Nunn-Lugar 
aid,  the  Administration  has  made  a  commitment  to  expediting  the 
delivery  of  assistance,  and  we  fully  expect  actual  obligations 
of  funds  to  increase  dramatically  throughout  this  year. 

In  Belarus,  this  month  we  will  award  the  first  defense 
conversion  contracts  under  an  SSD  agreement  signed  last  year.   A 
government-to-government  communications  link  is  in  place  to 
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allow  the  Belarusians  to  carry  out  their  notification 
obligations  under  the  START  and  INF  Treaties.   In  Kazakhstan,  a 
request  for  proposals  has  already  been  issued  for  a  prime 
contractor  to  carry  out  the  elimination  of  SS-18  silos. 

Both  the  Defense  Department  and  the  Agency  for 
International  Development  are  building  houses  for  retiring 
military  officers  returning  from  the  Baltics  and  other  foreign 
posts.   Under  AID'S  pilot  project  to  build  460  houses  in  five 
Russian  cities,  32  units  in  Volgograd  are  ahead  of  schedule  and 
are  due  to  be  completed  this  July;  128  units  in  Nizhny  Novgorod 
should  be  completed  in  August.   To  make  up  for  the  termination 
of  a  contract  in  Novosibirsk,  we  are  enlarging  the  successful 
project  in  Volgograd  and  experimenting  with  a  voucher  program. 

AID'S  much  larger  follow-up  housing  project  will  provide 
5,000  houses.   DOD  is  designing  a  defense  conversion  program  to 
provide  housing  as  well. 

The  assistance  we  have  provided  to  support  the  transition 
to  democratic  governments  supports  non-government  organizations 
and  people-to-people  exchanges  and  training  programs. 

Our  contacts  reach  well  beyond  the  central  governments  of 
the  NIS.   Last  year  6,000  people  from  all  over  the  NIS  came  to 
train  and  study  in  the  United  States.   Academic  institutions  and 
cities  across  America  hosted  parliamentarians,  jurists, 
entrepreneurs,  local  government  officials  and  high  school 
students  from  most  of  the  NIS  countries. 
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The  American  Bar  Association  has  helped  draft 
constitutions  in  six  former  Soviet  Republics,  including  Russia. 
U.S.  NGO  assistance  in  election  procedures,  political  party 
development  and  poll-watcher  training  has  helped  advance  fair 
elections  in  Russia,  Ukraine,  Moldova  and  Georgia.   In  nine 
regions,  U.S.  technical  advisers  have  helped  Russians 
reintroduce  trial  by  jury  for  the  first  time  since  1917. 

To  support  the  transition  to  market  economies  we  have 
supported  privatization,  economic  reform  and  enterprise  funds. 
Our  assistance  has  been  instrumental  in  the  privatization  of 
70,000  small  businesses.   A  full  two-thirds  of  shops  and 
restaurants  in  Russia  are  now  private  and,  some  40%  of  Russia's 
industrial  workers  are  now  working  in  the  privatized  companies. 
There  are  now  40  million  Russians  who  own  shares  in  private 
enterprises.   Privatization  "fever"  may  also  be  catching  in 
other  countries:   (Kazakhstan  has  made  considerable  progress, 
and  Ukraine  is  committed  to  privatization  as  well). 

To  bolster  privatization  efforts,  we  are  providing  risk 
capital  to  new  private  enterprises  in  Russia,  Central  Asia,  and 
the  Western  NIS.   Gerry  Corrigan's  Russian-American  Enterprise 
Fund  is  reviewing  a  flood  of  loan  applications  and  expects  to 
make  its  first  investments  soon.   Another  enterprise  fund  under 
former  Treasury  Secretary  Michael  Blumenthal  will  also  open  soon 
to  support  medium  and  large  enterprises  in  Russia. 


318 


The  assistance  we  have  provided  to  support  NTS  governments 
as  they  deal  with  the  humanitarian  and  social  implications  of 
these  transitions  has  focused  on  health  care,  heat  and  food. 
Humanitarian  assistance  is  being  delivered  through  firms  and 
non-profit  organizations  around  the  country. 

We  have  provided  badly-needed  equipment,  medicines  and 
supplies  to  two  hospitals  in  Tbilisi,  Georgia;  more  medical 
supplies  went  to  hospitals  in  Kyrgyzstan,  Russia  and  Belarus. 

AID  has  engaged  universities  from  our  rich  agricultural 
regions  in  the  Mid-West  and  California  to  help  the  NIS  develop 
food  storage  and  distribution  systems  and  agribusiness  centers. 
Volunteers  from  American  schools  like  Iowa  State,  Kansas  State 
University  and  the  University  of  California  are  sharing  their 
expertise  with  reformers  in  Russia,  Ukraine  and  the  Central 
Asian  Republics. 

$30  million  in  dairy  and  other  agricultural  products  have 
reached  more  than  two  million  pregnant  and  nursing  mothers, 
infants  and  pensioners  in  Armenia,  Georgia  and  the  Russian  Far 
East.   An  additional  $38  million  will  be  provided  this  year. 
American  NGOs  are  distributing  kerosene  heaters  and  kerosene  to 
approximately  180,000  families  and  pensioners,   and  to  2,000 
classrooms,  in  Armenia  to  help  them  get  through  this  terribly 
cold  winter. 
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Closing 

Mr.  Chairman,  in  addition  to  these  successes,  we  have  made 
efforts  that  have  not  turned  out  as  well  as  we  had  hoped.   When 
our  assistance  programs  are  not  successful,  we  cut  them  back  or 
cancel  them.   We  have  learned  and  continue  to  learn  from  our 
exper  ience . 

We  submitted  to  you  in  January,  Mr.  Chairman,  Coordinator 
Tom  Simons "s  1993  Annual  Report  on  assistance  and  related 
programs  for  all  the  New  Independent  States.   It  included  a  copy 
of  the  assistance  strategy,  released  January  14,  that  now  guides 
our  programs. 

Mr.  Chairman,  as  long  as  the  opportunity  exists  to  promote 
democratic  and  economic  reform  in  the  former  Soviet  Union,  and 
to  promote  the  integration  of  the  New  Independent  States  into 
the  community  of  responsible  democratic  nations,  we  must 
continue  to  stay  engaged. 

As  we  learn  from  the  past  and  continue  to  deal  with  the 
ever-changing  political  and  economic  environment  in  the  former 
Soviet  Union,  I  will  look  forward  to  receiving  your  counsel  on 
how  we  can  continue  to  improve  our  efforts. 

SNISGEN  2127 
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STATEMENT  OF 

AMBASSADOR  THOMAS  W.  SIMONS,  JR. 

COORDINATOR  OF  U.S.  ASSISTANCE  TO  THE  NIS 

Before  the  House  Foreign  Affairs  Committee 

Subcommittee  on  Europe 

March  24,  1994 


Mr.  Chairman,  I  am  pleased  to  discuss  with  you  the 
assistance  we  are  providing,  with  your  support,  to  the  new 
independent  states  of  the  former  Soviet  Union.   I  would  like  to 
briefly  explain  our  strategy,  describe  the  phases  we  anticipate 
for  our  assistance  program  as  a  whole,  and  say  a  word  about 
conditionality .   Tom  Dine  will  then  describe  some  of  the  AID 
programs  and  illustrate  the  results  of  our  programs  so  far. 

Strategy 

On  January  31,  I  sent  you  our  1993  Annual  Report  on 
assistance  and  related  programs  for  all  the  New  Independent 
States.   It  included  a  copy  of  the  assistance  strategy, 
released  January  14,  that  now  guides  our  programs.   This 
overall  strategy  statement  will  soon  be  supplemented  by  a 
series  of  country  strategies  that  go  into  more  detail  on  the 
specific  priorities  and  programs  for  each  NIS. 

Mr.  Chairman,  our  assistance  program  is  guided  by  President 
Clinton's  goal  of  forging  a  strategic  alliance  with  reform  and 
with  reformers  throughout  the  NIS.   It  is  part  of  a  larger  U.S. 
policy  effort,  just  as  it  is  part  of  a  larger  multilateral 
effort  which  it  helps  to  mobilize.   But  the  program's  focus  on 
reform  leads  in  practice  to  two  orders  of  magnitude  when  it 
comes  to  relations  with  individual  countries  of  the  area. 

With  each  New  Independent  State  we  seek  an  enduring, 
productive  bilateral  relationship.   We  have  interests  to  defend 
and  promote  in  relations  with  all  of  them;  that  is  why  we  were 
the  first  Western  country  to  establish  embassies  in  every 
capital  of  the  area.   Those  interests  include  political 
dialogue,  arms  control  and  nuclear  non-proliferation,  managing 
the  emerging  global  issues,  and  trade  and  investment.   At  this 
stage,  given  the  challenges  of  the  transition  they  all  face, 
normal  bilateral  relations  will  also  include  an  assistance 
component.   It  is  intended  to  give  them  options  in  dealing  with 
those  challenges  by  moving  toward  stability  and  prosperity,  and 
to  encourage  the  development  of  modern,  good-neighborly 
relations  among  them  and  between  them  and  the  rest  of  the 
outside  world. 
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But  it  is  also  our  conviction,  Mr.  Chairman,  that  stability 
and  prosperity  can  only  be  achieved  and  secured  over  time  by 
determined  movement  toward  democratic  governance  and 
market-based  economic  management.   Hence,  in  addition  to  the 
sometimes  modest  assistance  components  of  relations  with  each 
country,  we  intend  to  direct  a  large  proportion  of  assistance 
resources  to  those  countries  which  demonstrate  in  practice  as 
well  as  in  rhetoric  that  they  have  the  political  will  to 
introduce  difficult  democratic  and  market  reforms. 

That  has  been  the  pattern  of  our  assistance  up  to  now,  and 
that  will  be  the  pattern  in  the  future.   We  are  optimistic 
about  the  promise  of  this  strategy.   The  pace  of  reform  will 
vary.   There  will  be  setbacks.   Individual  programs  will  be 
more  or  less  successful.   But  the  impulse  for  reform  is  not  an 
American  or  Western  export  in  the  New  Independent  States.   It 
is  an  indigenous  product.   It  is  an  impulse  produced  from 
within  by  the  magnitude  and  character  of  the  challenges  they 
face.   So  reform  —  and  the  reformers  needed  to  give  it  life  — 
exist  everywhere  in  the  area.   They  are  there  in  varying 
strengths,  at  different  levels  of  government  and  society,  and 
in  shifting  combinations.   But  they  are  there.   And  it  is  our 
job  —  politically  and  through  our  assistance  programs  —  to 
help  and  encourage  them. 

Moreover,  Mr.  Chairman,  these  are  not  less  developed  or 
underdeveloped  countries  in  any  traditional  sense.   They  are 
rich  in  human  and  physical  resources  and  infrastructure. 
Rather  they  are  misdeveloped  in  terms  of  the  modernization 
tasks  they  have  before  them.   That  is  to  say,  their  resources 
and  infrastructure  were  created  to  support  political 
dictatorship,  state-owned  and  centrally-planned  economies,  and 
empire,  rather  than  democracy,  market  economies,  and 
good-neighborly  foreign  policies.   The  task  of  assistance  is  to 
help  talented,  educated  peoples  in  potentially  rich  countries 
reorient  themselves  and  their  resources  toward  these  new 
goals.   We  believe  they  are  capable  of  making  that  kind  of 
reorientation  available  within  a  relatively  short  period,  and 
irreversible  that  if  they  cannot,  it  will  be  for  lack  of 
political  will,  rather  than  lack  of  outside  resources. 

As  a  result,  Mr.  Chairman,  we  see  the  assistance  program 
for  the  NIS  progressing  through  a  natural  three-phase  cycle. 

Phase  one:  Humanitarian  assistance: 

In  most  NIS  countries,  the  cycle  should  begin  with  visible 
demonstrations  of  American  support,  mainly  humanitarian  to 
cushion  the  immediate  shock  of  beginning  transition;  move  on  to 
targeted  technical  assistance,  mainly  advisors,  exchanges  and 
training;  and  end  in  economic  relations  based  primarily  on 
private  sector  trade  and  investment,  encouraged  by  government 
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insurance  and  credits.   (In  relations  with  the  ex-Soviet 
nuclear  successor  states,  resources  for  safe  and  secure 
dismantlement  of  nuclear  weapons  and  related  purposes  will  also 
be  important,  but  are  not  keyed  to  the  three-phase  cycle.) 

In  the  first  phase  our  purpose  is  to  establish  a  presence 
quickly.   We  want  to  demonstrate  to  the  peoples  of  the  area 
that  the  United  States  support  them  in  a  time  of  unprecedented 
change,  and  to  show  reformers  that  there  is  genuine  practical 
support  for  reform  if  they  are  willing  to  take  the  risks  reform 
requires.   This  phase  is  heavily  humanitarian,  because  such 
assistance  is  readily  available  for  quick  delivery. 

Across  the  NIS  we  have  delivered  over  $2.5  billion  in  food, 
medicines  and  fuel.   This  assistance  has  directly  affected 
millions  of  vulnerable  lives.   The  widespread  famines 
anticipated  in  the  winter  of  1991-1992  have  not  taken  place, 
partly  because  of  this  help.   In  some  countries,  like  Russia, 
we  are  already  moving  beyond  it.   In  others,  and  particularly 
in  the  war-torn  Caucasus  states  and  in  Tajikistan,  humanitarian 
assistance  remains  an  ongoing  requirement,  and  absorbs  the  bulk 
of  the  assistance  resources  we  have  available. 

This  humanitarian  assistance  includes  the  vaccines  we  have 
provided  for  children  in  Kyrgyzstan,  Turkmenistan,  Uzbekistan 
and  Tajikistan.   In  addition  to  the  actual  vaccines,  we  have 
provided  the  essential  equipment,  supplies  and  training  needed 
to  dispense  them.   Working  cooperatively  with  the  Japanese,  we 
have  immunized  more  than  1,500,000  Central  Asian  children 
against  diptheria,  tetanus,  polio  and  tuberculosis,  saving 
thousands  of  young  lives. 

We  have  also  helped  in  individual  cases.   For  instance. 
Project  HOPE  received  an  urgent  request  from  the  director  of  a 
children's  hospital  in  Ukraine.   Several  children,  seriously 
ill  with  leukemia,  desperately  needed  a  special  anti-cancer 
drug.   Project  HOPE  contacted  the  U.S.  manufacturer,  who 
produced  and  delivered  the  drug  immediately.   A  young  girl, 
near  death,  was  saved  the  next  day. 

In  this  humanitarian  phase,  we  distributed  thousands  of 
tons  of  food  to  36  different  locations  around  Russia, 
concentrating  on  vulnerable  populations--pensioners ,  homeless, 
refugees,  single  parent  families  and  families  with  many 
children.   Russia,  Ukraine,  Kazakhstan,  indeed  most  countries 
of  the  region  have  the  resources  and  the  skills  to  be 
self-sufficient  and  better  than  self-sufficient  when  it  comes 
to  basic  human  needs.   But  in  the  first  shock  of  change,  this 
humanitarian  effort  has  been  a  life-preserver.  And  the  good 
will  toward  the  United  States  that  results  is  very  real,  and 
also  a  fact  of  life. 
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Phase  two:  Technical  assistance 

In  those  countries  that  are  not  wracked  by  political  and 
military  turmoil  and  that  prove  in  practice  that  they  are 
willing  and  able  to  move  toward  market  and  democratic  reform, 
we  seek  to  move  quickly  to  the  second  phase:  targeted  technical 
assistance  to  help  reformers  create  enduring  democratic  and 
market  systems. 

And  in  this  environment,  Mr.  Chairman,  what  America  can  and 
should  offer  is  the  expertise  that  comes  of  decades  of 
experience  with  modern  democracy  and  modern  markets,  rather 
than  cash. 

Some  critics  would  have  us  send  money  instead  of  experts. 
Some  fault  us  for  using  American  know-how  and  American  firms. 
Some  programs  will  in  fact  include  transfers  of  cash 
resources.   The  task  of  the  enterprise  funds  we  are 
establishing  across  the  area  is  to  grant  loans  and  take  equity 
shares  in  promising  privatized  firms;  our  commodity  import 
program  for  Russia  will  fund  purchasing  of  environmentally 
up-to-date  equipment  for  the  energy  field.   But  such  transfers 
will  take  place  only  in  carefully  controlled  and  defined 
conditions.   This  is  partly  because  we  continue  to  believe  that 
in  the  current  environment  of  uncertainty  and  potential 
corruption  most  cash  assistance  would  be  money  stuffed  down  a 
rat  hole.   It  is  mainly  because  America's  real  asset  for 
helping  and  encouraging  indigenous  reformers  is  American 
expertise,  tailored  to  local  need  and  local  demand. 

We  therefore  send  American  experts  in  setting  up  stock 
markets;  we  send  American  experts  in  business  accounting;  we 
send  American  experts  in  antimonopoly  regulation;  we  bring 
Russians  here  to  learn  about  banking  in  U.S.  banks;  we  bring 
Ukrainians  here  to  learn  about  the  market;  we  send 
constitutional  experts  to  describe  the  constitutional  solutions 
that  have  worked  for  us,  and  could  perhaps  work  for  them;  we 
send  experts  in  private  housing  to  help  them  learn  how  to 
manage  real  estate  transactions  through  the  private  sector 
instead  of  the  state;  we  send  experts  in  energy  and  the 
environment;  we  bring  students,  local  government  officials, 
young  entrepreneurs  and  scientists  here  to  learn  about 
democracy  and  modern  economics;  we  send  Peace  Corps  volunteers 
to  teach  English  and  advise  on  today's  business  practices;  and 
we  send  American  farmers  to  work  with  Russian,  Ukrainian  and 
other  NTS  counterparts. 

In  the  Annual  Report  I  ment,ioned  earlier,  Mr.  Chairman,  I 
included  a  section  that  assesses  the  effectiveness  of  our 
assistance  programs  in  the  NIS,  country  by  country.   One  of  the 
criticisms  we  leveled  at  ourselves  was  the  lack  of 
follow-through  after  short-term  visits  or  training  programs. 
Without  a  clear  long-term  goal,  we  call  this  "developmental 
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tourism,"  and  we  intend  to  phase  it  out.   We  have  found  that 
there  is  no  substitute  for  Americans  spending  long  periods  of 
time  with  their  Russian,  Ukrainian,  Armenian  or  other  NIS 
counterparts;  short-term  advice  should  be  offered  only  in 
conjunction  with  these  longer-terra  programs. 

Phase  three:   Trade  and  investment 

As  the  economies  of  the  NIS  stabilize,  privatize,  and  begin 
to  respond  to  market  signals  instead  of  central  direction. 
Western  traders  and  investors  will  begin  to  take  the  place  of 
government-to-government  assistance.   The  private  sector  is  the 
only  source  of  resources  of  the  magnitude  needed  to  help 
rebuild  these  economies  over  the  decades  that  it  will  take  for 
them  to  fully  integrate  into  the  world  economy.   I  will  be 
joining  Secretary  of  Commerce  Ron  Brown's  Presidential  Business 
Development  Committee  to  Russia  next  week  to  help  make  just 
this  point. 

But  we  can  help  jump  start  that  process,  in  two  ways. 
First,  technical  assistance  can  provide  the  tools  for 
constructing  the  legal,  regulatory,  and  institutional 
infrastructure  that  modern  market  economies  require  to  be 
productive  at  home  and  competitive  abroad.   Second,  the 
enterprise  funds  mentioned  above  can  provide  limited  capital 
and  extensive  technical  expertise  to  emerging  firms  interested 
in  doing  business  on  a  modern  basis.   Just  by  their  procedures 
and  presence,  the  enterprise  funds  transfer  investment  banking 
and  loan  expertise.   Many  of  the  applicants  for  enterprise  fund 
loans  and  investments  have  never  been  required  to  put  together 
a  business  plan. 

Two  enterprise  funds  in  Russia,  the  Russian-American 
Enterprise  Fund  under  Gerald  Corrigan  and  the  Fund  for  Large 
Enterprises  in  Russia  (FLER)  under  W.  Michael  Blumental  should 
soon  be  up  and  running.   And  more  are  on  the  way:  we  are  in  the 
process  of  setting  up  similar  funds  for  the  Central  Asian 
republics  and  for  the  three  countries  of  the  Western  NIS.   Our 
experience  in  Central  and  Eastern  Europe  shows  that  enterprise 
funds  can  demonstrate  to  Western  investors  that  attractive 
investments  exist  in  Russia  and  the  other  NIS.   If  the 
enterprise  funds  are  successful  in  identifying  good  investments 
and  if  they  make  good  returns  that  are  reinvested  in  more 
Russian  firms.  Western  firms  and  funds  will  move  in  to  take 
their  place. 

We  have  set  up  mechanisms  to  make  use  of  the  funds 
Generated  by  the  sale  of  U . S . -provided  food.   In  Russia  and 
Kyrgyzstan,  these  "joint  commissions",  made  up  of  Americans  and 
local  officials,  provide  loans  to  rural  and  agricultural 
development  projects  as  well  as  assistance  to  vulnerable  parts 
of  the  population.   In  Russia,  these  funds  amount  to  about  $20 
million;  in  Kyrgyzstan  to  about  $3  million. 
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Further,  the  EXIM  Bank,  OPIC  and  the  Trade  and  Development 
Agency  are  providing  credits,  insuring  Western  investors 
against  risk  and  funding  feasibility  studies,  all  of  which  will 
encourage  Western  firms  to  do  business  in  Russia  and,  soon,  the 
other  NIS.   The  EXIM  Bank's  Oil  and  Gas  Framework  has  the 
potential  to  leverage  $2  billion  worth  of  investments  and  sales 
in  Russia's  fossil  fuel  sector.   OPIC  has  signed  a  range  of 
deals,  both  financing  and  insurance.   Since  beginning  its 
program  in  the  NIS  in  early  1992,  TDA  has  approved  funding  for 
feasibility  studies  on  55  projects  in  the  NIS. 

Mr.  Chairman,  that  leads  me  to  a  a  word  about  the 
Administration's  FY95  foreign  operations  budget  request  for  the 
NIS.   It  is  carefully  geared  to  the  three-phase  cycle  we 
envisage  for  the  program  as  a  whole.   At  $900  million,  it  asks 
for  a  little  more  than  a  third  of  the  resources  you  provided  us 
this  year.   We  made  a  conscious  decision  to  make  an  honest 
request,  based  on  real  needs;  that  is,  we  are  not  coming  in 
high  with  the  expectation  of  being  reduced  down  to  where  we 
think  we  need  to  be.   For  two  reasons  we  thought  we  could  come 
down  to  this  request. 

First,  1993  was  an  extraordinary  year  for  reform  in  Russia 

and  the  other  NIS.  If  democratic  and  economic  reform  had 

jumped  the  rails  at  the  start,  it  would  never  have  gotten  going 

again.   Now,  reform  will  be  extremely  difficult  to  reverse. 

And  second,  the  $2.5  billion  you  provided  this  year  will, 
in  many  cases,  fund  programs  into  FY95.   Many  technical 
assistance  programs  and  many  exchange  programs  already  funded 
will  come  up  to  full  speed  this  year  and  last  into  next. 

Within  the  $900  million  requested,  our  assistance 
priorities  for  FY95  will  stay  generally  the  same:  about  $575 
million  for  support  for  the  transition  to  market  economies 
including  privatization,  the  continuation  of  capitalization  for 
the  several  enterprise  funds  and  nuclear  reactor  safety;  $150 
million  for  support  for  the  transition  to  democratic  governance 
including  exchanges;  and  about  $175  million  for  humanitarian 
and  social  sector  activities,  including  health  and  humanitarian 
transportation.   The  changes  will  be  regional  rather  than  in 
priorities:  while  approximately  two-thirds  of  resources 
available  in  FY94  will  go  to  Russia,  in  FY94  we  anticipate 
shifting  proportions,  to  provide  roughly  one-half  or  more  to 
non-Russian  NIS. 

C  o n d  itionalitv 

Mr.  Chairman,  we  have  discussed  the  conditions  placed  on 
onr  assistance  many  times.   The  strict  conditions  placed  on  the 
large  loans  to  the  government  by  the  World  Bank  and  other 
international  financial  institutions  that  I  don't  deal  with 
directly  make  perfect  sense.   This  is  because  making  large 
loans  into  a  hypei inf lat ionary  economy  makes  no  sense  at  all. 
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similarly,  the  technical  assistance  we  provide  to  the  area 
is  conditioned  in  practice  on  our  ability  to  find  reforming 
counterparts  there.   To  say  that  aid  follows  reform  is  simply 
to  state  a  fact  of  life.   We  are  there  to  help  others  help 
themselves;  if  they  do  not  want  our  advice  and  partnership,  it 
will  not  be  given.   This  applies  in  Russia  as  it  does 
elsewhere.   The  25%  of  the  total  assistance  to  Russia  that  goes 
to  the  central  government  is  made  up  mostly  of  assistance  to 
the  Privatization  Ministry,  environmental  assistance  in  the 
form  of  the  commodity  import  program  and  our  technical 
assistance  in  energy.   This  assistance  to  the  central 
government  will  be  reduced  if  reform  does  not  proceed. 

Most  of  our  assistance,  however  (again  using  Russia  as  an 
example,  about  75%),  does  not  go  to  the  central  government. 
The  enterprise  funds,  the  technical  assistance  to  small 
businesses,  the  EXIM  and  OPIC  investments,  the  training  and 
exchanges,  the  technical  assistance  in  rule  of  law  and  media, 
the  officer  resettlement  and  the  health  and  humanitarian 
programs,  all  go  to  Russians  outside  the  central  government. 
We  want  the  exchanges,  the  democratic  reforms  and  the 
privatization  and  market  reforms  in  the  reforming  regions  to 
continue.   They  build  support  for  reform  at  the  grass  roots 
level  that  reformers  elsewhere  (including  at  the  center)  can 
point  to  as  examples. 

Conclusion 

Mr.  Chairman,  success  in  the  assistance  business  is  when  no 
more  assistance  is  necessary.   We  are  not  near  the  end.   But 
our  brief  experience  so  far  has  already  shown  that  we  have  the 
means  to  work  effectively  toward  that  end  --  twelve   peaceful, 
increasingly  prosperous  partners  in  a  better,  more  open,  more 
secure  world  community.   So  we  have  made  a  good  beginning,  and 
we  intend  to  build  on  it  steadily  and  persistently.   We  will 
correct  mistakes,  but  we  are  determined  to  plow  ahead  with  your 
help  and  support. 
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STATEMENT    OF  THOMAS    A.  DINE 

ASSISTANT  ADNflNTSTRATOR    FOR 

EUROPE    .AND  THE  NEW  INDEPENDENT    STATES 

U.S.  AGENCY    FOR  INTERNATIONAL    DEVELOPMENT 

TO  THE  HOUSE    FORHGN    AFFAIRS   SUBCONC^flTTEE 

ON  EL'ROPE    .AND  THE  NHDDLE   EAST 

MARCH    16.  1994 
WASHINGTON.    DC. 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  have  this  opportunity  to  appear  before  you  today  to  discuss  the  U.S. 
assistance  program  for  Europe,  encompassmg   the  countries  of  Central  and  Eastern 
Europe  (CEE),  the  Baltics,  and  Ireland.  Cyprus,  and  Turkey. 

It  has  been  my  privilege  and  honor  to  work  closely  with  this  committee  for  a  number 
of  years     As  US  AID' s  new  Assistant  Administrator   for  Europe  and  the  New 
Independent    States.  I  look  forward  to  contmued   regular  and  close  contact  with  you.  Mr. 
Chairman,  and  your  colleagues.    My  goal  is  to  maintain  and  strengthen   a  bipartisan 
coalition  in  support  of  our  country's  assistance  program  in  Europe.    I  firmlv  believe  that 
Congressional   support  depends   not  only  upon  a  clear  understanding    of  the  program's 
aims  and  accomplishments,    but  also  upon  the  .\mencan  public's  appreciation    for  what 
we  are  doing  with  its  ta.\  dollars. 

For  Fiscal  Year  1995.  the  Clinton  .Administration    is  requestmg  5380.000.000 in  order 
to  continue  assistance  activities  authorized   under  the  Support  for  Eastern   Europe 
Democracy  (SEED)   Act.    This  figure^  is  slightly  less  than  the  amount  appropriated    in  FY 
1994    Our  programs   in  Central   and  Eastern    Europe   are  fully  consistent   with  the 
Administration's   efforts  to    reinvent"  foreign  assistance  as  embodied   in  the  Peace. 
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Prosperity  and  Democracy  Act  which  the  President  submitted  to  the  Congress.    This 
"charter"  legislation  would  replace  the  badly  outdated   Foreign  Assistance  Act  of  1961, 
and  is  the  product  of  a.  collaborative  effort  involving  the  Administration,   the  Congress, 
and  the  development   community.    It  is  designed  to  serve  as  an  effective  framework  for 
our  foreign  policy  objectives  for  years  to  come. 

Assistant  Secretary  of  State  Oxman  and  CEE  Coordinator  Johnson  have  underscored 
how  Important   it  is  to  the  United  States  that  the  countries  and  peoples  of  Central  and 
Eastern   Europe  successfully  complete  their  transition  to  democracy  and  to  open  market 
economies.    I  am  here  today  to  report  to  this  subcommittee    that:  one,  we  have  a  U.S. 
assistance  program  that  is  effectively  contributing  to  the  transitional   needs  of  the  region: 
two,  it  is  critical  that  we  continue  our  support  of  reform;  and  three,  we  are  meeting,  and 
will  continue  to  meet,  the  challenge  of  adapting  to  evolving  needs,  and  of  doing  so  with 
progressively  less  assistance  resources  in  the  years  ahead.    I  will  address  each  of  these 
points,  drawing  on  my  initial  impressions  from  my  first  month  on  the  job. 


A  Focus  on  Impact:  Achieving  Results 

U.S.  programs  are  successful.    In  partnership    with  reformers  in  the  region,  our  advice 
and  training  are  helping  to  restructure   societies  and  improve  lives  in  Central  and  Eastern 
Europe.    Twenty  objective  external  evaluations  are  completed  and  available  to  the 
public,  and  11  more  are  in  process.    These  reports  cover  a  representative    sample  of 
US  AID'S  European   assistance  activities.    They  confirm  that  our  democratization    and 
privatization  programs  are  directly  affecting  the  lives  of  people,  not  just  in  Warsaw  and 
Prague,  but  throughout   the  entire  region.    Over  35  external  audits  have  been  completed 
or  are  being  processed  by  the  USAID  Inspector  General   and  the  General   Accounting 
Office;  none  of  these  audit  reports  contained  any  serious  programmatic  criticisms. 

USAID's  support  of  privatization  has  empowered  a  wide  range  of  employees, 
tenants,  and  citizens  to  participate   in  and  benefit  from  the  privatization  process.    In 
Poland,  American  advisors  helped  to  structure  the  S4  billion  Polish  Mass  Privatization 
Program  of  450  former  state-owned  enterprises.    This  effort  enabled  25  million  Poles  to 
purchase  shares  in  the  new  private  businesses.    In  Hungary,  USAID  assistance  has  also 
helped  develop  employee  stock  ownership,  an  important,  innovative  new  tool  for 
privatization.    Since  then,  over  30  percent  of  privatizations  completed  by  the  State 
Property  Agency  have  used  this  mechanism.    USAID  assistance  to  Estonia's  Ministry  of 
Economy  helped  create  a  system  of  automated    vouchers,  allowing  residents  to  participate 
in  public  housing  sales.    In  1993,  the  Slovak  Parliament  enacted  a  condominium   law, 
drafted  with  our  assistance,  permitting  tenants  to  buy  housing  formerly  owned  by  the 
State. 

One  of  USAID's  greatest  successes  has  been  assisting  the  Czech  Ministry  of 
Privatization  to  establish  a  fair  and  transparent   process  that  has  gained  foreign  investors' 
confidence.    The  qualified  team  of  accountants   and  investment  bankers  has  helped 
complete  84  deals  to  date,  representing   $1.9  billion  in  foreign  investment,  with  S. 5  billion 
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in  additional   investments  still  pending.    American  investments  are  40  percent  of  this 
total. 

In  support  of  privatization  programs,  USAID  is  following  through  on  the  strategic 
approach,  instituted   last  year,  of  strengthening   East  European    institutions  that  are  critical 
to  implementing   priority  reforms.    We  are  strengthening   the  financial  sector  in  a  number 
of  ways.   For  instance,  hundreds  of  bankers  have  been  trained  in  Poland  and  the  Baltics, 
which  in  turn  has  helped  the  Polish  Central  Bank  develop  its  capacity  to  supervise 
private  banks,  and  has  facilitated  commercial  bank  privatization.     USAID  has  also 
helped  Czech  cities  and  towns  to  finance  municipal  infrastructure   on  market-based 
principles,  by  obtaining  loans  from  Czech  banks  on  commercial  terms  under  an  approved 
Housing  Guarantee    program.    In  Poland,  the  first  market-based    mongages  have  been 
made  available  to  private  citizens  through  another  Housing  Guaranty  program  that 
immediately  affects  1,500  households.    USAID  is  also  playing  a  key  role  in  the  regulatory 
development   and  expansion  of  Eastern  European   capital  markets,  especially  helping  with 
emerging  exchanges  that  allow  citizens  to  trade  their  vouchers  and  engage  in  share 
issuance  programs  that  can  finance  new  businesses  when  bank  loans  are  unavailable  or 
too  expensive. 

Just  as  job  creation  in  the  United  States  is  most  often  generated   by  small  businesses, 
we  are  targeting  support  to  emerging  Eastern   European    entrepreneurs.     Almost  $200 
million  has  been  leveraged  from  other  investors  by  Enterprise   Fund  investments  of  S290 
million  in  over  3,000  new  private  enterprises   in  Central  and  Eastern   Europe.    An 
estimated  20,000  new  jobs  have  been  created.    Special  initiatives  by  the  Polish, 
Hungarian,  and  Bulgarian  Funds  are  addressing  the  needs  of  the  smallest  enterprises, 
offering  loans  as  low  as  $1,000.  In  Poland,  2,400  loans  have  been  already  been  awarded 
under  this  initiative  from  12  loan  application  centers  throughout  the  country.    The  Czech 
and  Slovak  Funds  have  invested  $14  million  in  small  and  medium  enterprises,  established 
small  loan  programs  in  both  republics,  and  engaged  the  European   Community's  foreign 
assistance  program  officials  in  discussions  that  may  lead  to  a  joint  investment  program 
for  the  Czech  Republic.    Because  there  were  no  alternative  funding  sources,  the  Slovak 
Fund  financed  six  of  the  30  largest  American  investments  in  Slovakia  to  date. 

Other  parts  of  our  assistance  portfolio  also  contribute  to  small  business  development. 
Nine  organizations  provide  volunteers  who  directly  assist  entrepreneurs,    sometimes  with 
striking  results.    In  one  example,  a  resident  MBA  Enterprise   Coips  volunteer  in  Hungary 
helped  one  firm  increase  its  revenues  by  600%  and  increase  profits  twenty-fold.    In 
another  case,  a  long-term  resident  volunteer  in  Poland,  also  from  the  MBA  Enterprise 
Corps,  helped  a  joint  venture  company  expand  its  franchising  network  throughout 
Eastern  Europe,  drawing  upon  recently  privatized  companies. 

Mr.  Chairman,  let  me  reassure  you  and  your  colleagues  that  we  are  helping  to 
establish  a  business  environment  overseas  that  will  lay  the  conditions  for  expansion  of 
American  trade  and  investment,  thus  creating  American  jobs,  and  ensuring  stable 
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democracies  and  economic  linkages  to  the  European   Community  and  the  United  States. 

US  AID  energy  advisors  trained  over  20  local  private  companies  in  Hungary, 
Bulgaria,  and  Romania   in  energy  efficiency  business  development,   while  demonstrating 
U.S.  energy  efficiency  equipment   at  over  40  plants  in  the  region.    This  generated 
immediate   benefits  by  saving  $16  million  in  annual  energy  costs  for  a  one-time 
investment  of  SI. 2  million.    As  Vice  President  Gore  has  frequently  pointed  out,  pollution 
is  usually  a  sign  of  inefficiency  and  waste.    By  reducing  their  energy  consumption,  these 
countries  help  preserve  the  earth's  resources,  and  contribute  to  environmental 
conservation  and  restoration. 

USAID  advisors  also  designed  a  petroleum    sector  rehabilitation    project  for  Romania 
that  leveraged  S380  million  in  World  Bank  financing,  and  led  to  oil  and  gas  price 
reforms.    Other  USAID  advisors  helped  support  efforts  of  the  G-7  Nuclear  Safety 
Account  in  Bulgaria  and  Lithuania  that  led  to  agreements   to  close  certain  of  the  high- 
risk  nuclear  reactors  in  these  countries  over  the  next  four  years. 

In  the  area  of  environment,  policy  changes  generated   as  a  direct  result  of  American 
advice  include  passage  of  an  envirorunental    impact  assessment  law  in  the  Czech  and 
Slovak  Republics,  adoption  of  an  auto  fuel  tax  to  reduce  cartx)n  monoxide  emissions  in 
Budapest,   limitations  on  traffic  flow  and  power  and  industrial  plant  production   in  Prague 
during  air  pollution  alerts,  and  influencing  revisions  to  general  environmental    laws 
throughout  the  region.    American  promotion  of  waste  minimization   saved  $17  million  in 
unnecessary  capital  investments  at  one  plant  and  generated   over  $5  million  in  annual 
cost  savings  in  other  participating  plants.    Adoption  of  least  cost  approaches   to  municipal 
waste- water  treatment   plants,  in  the  first  year  of  the  program,  saved  Polish  cities  over  S2 
million.    USAID-funded   economic  analysis  persuaded   the  Hungarian  Parliament  to 
increase  its  environmental   budget  and  to  earmark  substantial  funds  from  vehicle  taxes 
for  environmental   uses. 

Human  health  benefits  that  are  resulting  from  American  environmental   assistance 
include  reduction  of  volatile  organic  compounds,  especially  cancer-causing  gases  such  as 
benzene,  by  25%-  75%  at  one  plant;  eliminating  workers'  exposure  to  lead  at  another 
plant;  and  closing  of  coke  oven  plants  at  another  location  that  were  contributing  to 
respiratory  diseases  for  the  surrounding  population. 

Agricultural  production  has  been  revitalized  with  USAID  assistance  in  Albania;  as  a 
result,  the  country  is  showing  the  second  highest  rate  of  GDP  growth  in  CEE.    USAIDs 
assistance  helped  private  agricultural  input  dealers  get  their  businesses  started  and 
replace  the  former  state  monopoly.    This,  in  turn,  helped  alleviate  supply  bottlenecks  and 
contributed   to  the  recovery  of  agricultural  production.    Continued  production   increases 
appear  sustainable,  as  these  private  dealers  are  now  importing  fertilizer  on  full 
commercial  terms,  and  one  deal  has  just  been  closed  with  an  American  supplier. 
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Treasury  advisors  financed  under  the  SEED  program  have  contributed    much  to  the 
success  of  Albania's  structural  economic  reform,  development   of  its  national  budget,  and 
design  of  its  tax  system.    USAID  advisors  helped  draft  a  new  housing  law  which  helped 
privatize  over  95  percent  of  all  of  Albania's  urban  housing  in  just  one  year. 

In  supjxjrt  of  democratic   institutions,  we  have  empowered  the  newly  elected  mayors 
in  the  Czech  Republic,  Slovakia,  and  Poland  by  helping  them  to  create  self-sustaining 
professional  organizations.     These  groups  represent   local  governments'  common  interests 
in  the  course  of  the  decentralization    process.    As  a  result  of  USAID' s  evaluation 
findings,  we  are  shifting  our  assistance  away  from  print  media  and  to  help  broadcast 
media  privatize  and  become  financially  sustainable.     For  example,  with  our  financing,  the 
American  CEO  of  an  Alaskan  public  radio  station  has  helped  Radio  Tirana  in  Albania 
generate   income  by  marketing  its  services  to  world  networks  like  VOA  and  BBC. 

Our  rule  of  law  programs  are  also  having  an  impact.    The  Croatian  Judges' 
Association  has  become  increasingly  active  in  implementing  judicial  restructuring 
legislation,  recently  enacted   with  American  assistance.    Additional  human  rights 
protections   have  been  added  into  the  draft  criminal  code  now  under  consideration    in 
Hungary.    These  protections  would  strengthen  the  roles  of  the  defense  counsel  and  the 
judge  as  an  independent    check  on  risk  of  arbitrary  prosecution.    Illegally  obtained 
evidence  would  also  be  excluded  from  trials. 

To  help  Eastern   European    governments  face  pressing  social  issues,  USAID  has 
financed  the  design  of  new  policies  and  pilot  demonstrations    in  housing,  humanitarian 
assistance,  and  health.    We  provided  policy  assistance  to  Hungary  that  has  resulted  in  the 
implementation    of  the  first  realistically  targeted   low  income  housing  and  utility  allowance 
program,  and  we  are  working  with  many  other  countries  on  the  design  of  similar 
programs. 

American  private  voluntary  organizations  and  other  donors  helped  reduce  the 
number  of  institutionalized    children  in  Romania   from  150,000  in  1989  to  90,000  in  1993. 
This  assistance  has  contributed   to  a  reverse  in  the  alarming  trend  of  child  abandonment, 
and  new  foster  parenting  programs.    Further,  an  average  of  12  fewer  child  deaths  in 
institutions  are  being  reported  each  month.    We  created  model  day  care  centers, 
increased  community  involvement  in  the  care  of  children  who  remained   institutionalized, 
and  improved  the  motor  and  tactile  functions  of  over  half  of  those  children.    American 
voluntary  organizations   succeeded   in  persuading  parents  to  keep  their  AIDS-infected 
children  at  home  in  half  the  cases  (850)  that  they  assisted,  improved  conditions  for  the 
cases  that  remained  institutionalized,    and  reduced  death  rates  from  malnutrition   and 
inadequate    sanitation   for  both  groups. 

Under  a  USAID-funded    health  care  partiiership   in  Slovakia,  the  Boston  Children's 
Hospital  provided  training  that  reduced  by  90  percent  the  number  of  children  that  had  to 
be  sent  abroad  for  heart  treatment.      Also  in  Slovakia,  Project  Hope  increased  by  50 
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percent  the  number  of  children  having  access  to  pediatric  cardiology  services,  shortened 
the  waiting  time  prior  to  surgery,  and  reduced  hospital  mortality  rates  from  12  percent  to 
five  percent.    In  the  Czech  Republic,  we  funded  another  U.S.  PVO  that  demonstrated 
that  the  handicapped    and  disabled  can  be  cared  for  in  community  living  arrangements 
with  trained  personnel,  saving  two-thirds  of  the  cost  to  the  public  of  continuous 
hospitalization. 


New  Trends  and  Challenges 

How  far  along  are  the  Central  and  Eastern  Europe  countries  in  the  transition 
process?    What  are  the  critical  challenges  that  lie  ahead? 

The  next  few  years  are  critical  to  the  transition  process.    Democratic   institutions 
have  been  established,  but  they  are  still  fragile.    Free  and  fair  elections  have  been  held, 
but  power  is  fragmented  among  so  many  parties  in  some  countries  that  governing 
coalitions  are  unstable.    CEE  countries  continue  to  struggle  with  fundamental   issues  -- 
the  proper  role  of  government  vis-a-vis  the  private  sector,  freedom  of  the  judiciary  and 
the  broadcast  media,  and  minority  rights.   Participatory  structures  for  local  government 
are  still  rudimentary.    Decentralization    of  responsibilities,  especially  for  social  services 
and  privatization,  has  vastly  outstripped   local  government  capacities. 

After  several  years  of  alarmingly  negative  GDP  growth  rates  in  Eastern  Europe,  we 
see  some  signs  of  regeneration.     In  Poland,  for  instance,  real  GDP  growth  in  1993  was 
estimated  at  four  percent.    Similarly,  the  Czech  Republic  is  showing  positive  growth  at 
one  percent,  and  Albania  ended  the  year  with  a  surprising  3  percent.    However,  Hungary 
still  shows  zero  growth,  and  the  economies  of  the  three  Baltic  states,  Romania,  Slovalda, 
Bulgaria,  and  the  rest  of  the  Balkans  are  contracting. 

Only  cautiousi  optimism  is  in  order.    In  countries  where  growth  has  just  turned 
positive,  these  economies  stUl  have  not  completed  their  transformation.     In  countries 
showing  real  growth,  the  economic  underpinnings    still  are  not  solid.    High 
unemployment,   a  phenomenon   that  did  not  exist  before  1989,  is  now  in  all  Eastern 
European   countries. 

Many  of  the  jobless  are  victims  of  the  downsized  public  industries,  mines,  and 
government  bureaucracies   that  supported  them.    These  "new  poor"  citizens  have  yet  to 
experience  the  promised  benefits  of  market  systems.   They  find  themselves  cut  off  from 
social  services  previously  available  free  from  factory  or  government  jobs,  and  they  still 
experience  shock  at  the  market  prices  of  basic  needs  -  food,  clothes,  housing,  and 
energy.    The  creation  of  permanent    new  jobs  is  just  not  happening  fast  enough.    Many 
traditionally  poorer  groups  have  also  been  plunged  deeper  into  poverty  by  reductions  in 
government  services  caused  by  budget  constriction.    Both  groups  are  experiencing  real 
disappointments,    after  high  expectations. 
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Foot-dragging  on  reform  is  not  the  answer.    It  is  clear  that  the  governments  cannot 
sustain  the  level  of  subsidies  and  free  services  which  characterized   CEE's  socialist 
economies.    Moreover,- much  of  the  economic  pain  confronting  people  is  due  to 
inadequate    progress  on  reform.     Though  debate  continues  to  rage  about  approaches    - 
more  reform,  or  less  of  it  --  and  though  economic  hardship  is  an  inevitable  part  of  this 
kind  of  comprehensive   transformation    process,  I  believe  it  is  essential  for  these  countries 
to  sustain  the  momentum   of  their  reforms,  and  that  we  continue  to  support  this  process. 


Budget  Priorities  and  the  FY  1995  Request 

Let  me  link  these  realities  on  the  ground  with  our  FY  1995  budget  request. 

First,  we  must  place  greater  emphasis  on  helping  the  countries  of  the  region 
restructure   their  social  services  systems  to  the  needs  of  a  market  economy.    To  some 
degree,  the  program  is  already  evolving.   In  the  health  field,  we  began  with  health 
partnerships   that  focussed  primarily  on  medical  technology  and  service  management- 
related  technical  assistance.    We  then  added  a  program  that  concentrates   on  the  issues  of 
fmancing  health  care  in  a  market  economy.    In  the  labor  field,  we  have  seen  a  shift  from 
activities  such  as  job  placement  centers  toward  a  focus  on  issues  such  as  pension  reform 
and  the  development   of  unemployment   systems. 


We  must,  however,  engage  more  fully  in  supporting  the  CEE  countries  through  this 
critical  phase  of  social  sector  reform.    One  challenge  is  to  help  government  understand 
what  it  can  no  longer  afford,  and  to  find  ways  for  the  private  sector  to  deliver  some  of 
these  services.   The  second  task  is  to  help  government  find  the  means  to  finance  that 
which  is  its  legitimate  role.    While  it  may  seem  cold  to  revert  to  discussions  of  fiscal 
reform  when  people's  lives  and  well-being  are  at  stake,  we  cannot  escape  the  harsh 
reality  of  money.    Foreigners  will  not  finance  social  sector  restructuring,  or  basic  services 
such  as  health  and  education.    We  must  help  the  CEE  countries  target  their  funds  for 
these  services  most  effectively.   We  will  seek  to  leverage  multilateral   financing  for  social 
sector  programs  through  our  policy  advice.    We  caimot  be  present  in  all  sectors, 
everywhere.    But  where  we  do  engage,  we  will  ensure  that  our  resources  are  strategically 
focussed  to  make  a  meaningful  difference  in  people's  lives. 

Our  strategy  has  both  national  and  local  dimensions.    At  a  national  level,  we  wQl 
work  with  reform-oriented    governments  to  develop  and  implement  policies  that  help 
rationalize  the  state's  role.    Depending  on  the  needs  of  the  country,  policy  advice  will 
focus  on  specific  sectors  such  as  housing  or  health  care  that  offer  prospects  for 
immediate   implementation    of  reforms.    At  a  local  level,  we  will  offer  officials  and  non- 
governmental organizations  technical  support"  to  test  and  implement  evolving  national 
policies. 
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The  democracy-building   ponion  of  the  program  is  also  undergoing  significant 
modification  and  expansion.    Election  assistance  is  no  longer  needed;  we  now  focus  on 
building  stronger  panies  and  institutions  and  providing  training  in  coalition-building. 
This  is  in  response  to  the  evident  fractionalization    and  weakness  of  political  parties 
through  most  of  the  region.    In  the  area  of  educational    reform,  we  are  working  with 
USIA  to  develop  a  more  strategic  approach  to  strengthen   key  training  institutions  that 
suppon  democracy  and  markets.    In  the  field  of  public  administration,   our  principal  aim 
is  to  build  a  democratically-oriented    public  administration   at  the  central  and  local  levels. 

Complementing    this  effon  in  the  public  sector  will  be  an  initiative  to  strengthen  civic 
society  through  the  development   and  strengthening   of  non-governmental    organizations. 
The  Democracy  Network  project,  announced   by  President  Clinton  in  Prague  in  January, 
will  develop  advocacy  groups  such  as  those  that  promote  human  rights  or  environmental 
protection.    Through  selected  U.S.  non-governmental    organizations,  we  will  be  providing 
technical  and  fmancial  suppon  to  nascent  non-governmental    organizations   in  the  region. 
We  are  launching  this  initiative  in  FY94. 

The  portion  of  the  program  aimed  at  supponing  the  development   of  market 
economies  is  also  evolving.   As  the  Enterprise   Funds  for  the  Northern  Tier  countries 
become  fully  funded  in  FY94.  new  Enterprise   Fund  Resources   in  FY95  will  be  dedicated 
to  the  Southern  Tier  and  the  Baltic  countries.    Assistance  for  privatization   is  shifting 
from  countries  that  are  more  advanced  in  the  process,  such  as  the  Czech  Republic,  to 
other  countries  that  are  more  in  need  of  such  assistance.    Finally,  increased  emphasis 
will  be  given  in  FY95  to  small  enterprise   development.     This  will  be  the  source  of  much 
of  the  growth  in  these  economies. 


In  sum.  new  areas  of  emphasis  have  been  identified.    We  are  adapting  our  program 
and  putting  new  activities  in  place.    Concurrently  we  are  shifting  resources  towards  the 
needier  countries,  and  away  from  those  that  are  further  along  in  the  transition.    Our 
intention   is  not  to  jeopardize  progress  to  date  by  prematurely   reducing  assistance  to 
successful  countries  or  activities.    Achievmg  the  balance  between  new  needs  and  the 
ongoing  elements  of  the  program,  within  a  somewhat  reduced  budget,  will  be  a  major 
challenge.    It  will  not  only  require  rigorous  discipline  to  phase  out  less  effective  activities, 
but  it  will  require  judicious  determination    of  when  we  have  done  enough  bilaterally  to 
catalyze  change  in  a  certain  area,  and  can  leave  the  rest  to  others. 

My  initial  observations  of  our  assistance  to  CEE  countries,  Mr.  Chairman,  lead  me 
to  the  conclusion  that  our  transfer  of  Amencan  technical  know-how  is  having  a  positive 
impact.    Difficulties,  however,  abound  as  each  country  makes  its  own  future.    Our  role  is 
catalytic  -  to  help  establish  political  democratic  pluralism,  market  economies,  social 
sector  restructuring,  energy  efficiency,  and  environmental   conservation  in  an  integrated 
fashion.    In  pannership   during  this  transformation,    we  can  ensure  that  our  friends  in 
Europe  will  have  a  bener-than-even    chance  to  enter  the  21st  century  free  and 
nourishing. 

This  concludes  my  remarks,  and  I  look  forward  to  your  questions. 


335 


USAID's  Program  Results  In  Central  and  Eastern  Europe  (CEE)  zmd 
the  New  Independent  States  of  the  Former  Soviet  Union  (NIS) 

The  goals  of  U.S.  assistance  in  the  CEE  region  and  the  NIS 
are  establishing  market  economies,  developing  democratic 
institutions  and  practices,  and  easing  the  human  costs  associated 
with  political  and  economic  transition.   In  some  areas  the 
accomplishments  to  date  are  very  tangible.   In  other  cases  the 
ground  work  is  being  laid  for  structural  change,  and  it  may  be 
too  early  to  judge  longer-term  impact.   The  following  summarizes 
many  important  accomplishments  under  each  goal. 

1.   Transition  to  Market-based  Economies:   Our  programs  are 
fostering  the  emergence  of  competitive,  market -oriented  economies 
in  which  the  majority  of  economic  resources  are  privately  owned 
and  managed.   Macroeconomic  stability  and  efficiency  call  for 
legal,  regulatory,  procedural  and  institutional  changes  to 
support  private,  market-based  activity.   Specific  results 
include : 

Privatization: 

•  In  Russia,  two-thirds  of  all  small  scale  shops  (70,000)  and 
8,500  medium  and  large  enterprises  have  been  privatized. 
900  medium,  large  and  very  large  enterprises  are  being 
privatized  each  month.   40%  of  Russia's  industrial  labor 
force  is  now  working  for  the  private  sector.   50  million 
Russians  have  become  shareholders. 

•  In  Hungary,  over  30%  of  privatization  transactions  have  been 
accomplished  through  employee  stock  ownerships  (ESOPS) . 

•  In  the  Czech  Republic,  a  U.S.  advisoiry  team  reviewed  3  00 
companies  proposed  for  privatization  and  helped  privatize  84 
that  have  led  to  $1.9  billion  in  foreign  investment,  with 
$0.5  billion  more  expected. 

•  Technical  advisors  helped  to  structure  the  $4  billion  Polish 
Mass  Privatization  Program  of  450  former  state-owned 
enterprises,  enabling  25  million  Poles  to  purchase  shares. 

•  Enterprise  Funds  are  providing  capital  resources  and 
technical  assistance  to  both  privatized  and  new  enterprises 
throughout  CEE  and  will  soon  begin  operations  in  NIS. 
Roughly  $290  million  has  been  invested  in  over  3,000  new 
private  enterprises  in  CEE,  creating  an  estimated  20,000  new 
jobs  and  leveraging  almost  $200  million  from  other 
investors.   The  Russian  American  Enterprise  Fund  opened  in 
February  and  should  make  its  first  investments  imminently. 
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Economic  Reform: 


The  50  top  Russian  banks  have  developed  detailed  reform 
plans.   250  Russian  bankers  have  received  U.S.  training  and 
returned  to  apply  new  approaches  to  their  own  banks. 

In  Poland,  advisors  are  helping  the  Central  Bank  develop  its 
bank  supervision  capacity  and  are  preparing  several  state- 
owned  commercial  banks  for  privatization.   Hundreds  of 
bankers  have  been  trained  in  Poland,  including  74  from 
Belarus,  Estonia,  Lithuania  and  Ukraine. 

In  Russia,  laws  have  been  passed  to  promote  anti- trust  and 
competition  procedures  to  permit  market  forces  to  work. 
Bankruptcy  procedures  have  been  developed  which  will  permit 
restructuring  of  many  industries. 

In  Russia,  we  have  helped  regional,  local  and  national 
governments  to  develop  tax  and  expenditure  policies  which 
link  revenues  with  public  service  expenditures  at  each 
level.   14  high-ranking  officials  have  studied  U.S. 
approaches  to  state  and  local  government  finances. 


Energy: 


Efficiency  audits  and  demonstrations  of  U.S.  technology  have 
achieved  savings  of  up  to  30  percent  in  Russia,  Kazakhstan, 
Kyrgyzstan  and  Armenia  in  the  massive  district  heating 
systems  which  dominate  the  provision  of  heat  and  hot  water. 
In  one  Russian  city  alone,  Kostromo,  savings  were  $15 
million  a  year. 

In  Poland,  Romania,  Bulgaria  and  other  Eastern  Europe 
countries,  U.S.  efficiency  equipment  valued  at  over  $1 
million  has  been  installed  in  over  40  industrial  facilities. 
These  pilot  projects  are  estimated  to  have  saved  over  $16 
million  annually  or  over  1  million  tons  of  oil  equivalent. 

In  Poland,  a  U.S.  private  corporation  has  designed  and 
installed  a  high  efficiency  flue  gas  desulphurization  unit 
at  the  Skawina  power  plant  in  Krakow.   This  is  the  first 
such  unit  in  Poland  and  will  allow  this  plant  to  meet  the 
tough  Polish  environmental  regulations  that  go  into  effect 
in  1998.   It  will  also  reduce  pollution  in  Krakow  which  is 
destroying  the  cultural  artifacts  and  causing  serious  health 
problems . 

U.S.  advisers  demonstrated  U.S.  energy  efficiency  equipment 
at  over  40  industrial  plants  in  CEE  and  saved  approximately 
$16  million  in  annual  savings  for  an  investment  of  about 
$1.2  million. 


337 


•  In  nuclear  safety,  advisors  have  helped  improve  safety  at 
plants  in  Bulgaria,  Czech  Republic,  Slovakia,  Hungary  and 
Bulgaria,  Russia  and  Ukraine. 

Housing: 

•  Armenia  has  adopted  a  housing  privatization  law,  land  tax 
law,  and  a  land  transfer  tax  policy  which  permits  land 
privatization.   It  includes  regulations  for  urban  land 
valuation  and  sale,  and  registration  procedures. 

•  Kazakhstan  has  established  a  housing  policy  to  privatize 
condominiums  and  permit  private  ownership  and  use  rights  to 
land. 

•  Russia  has  established  privatized  management  and  maintenance 
of  housing  for  2,000  units  in  Novosibirsk  and  7,000  units  in 
Moscow,  and  has  developed  mortgage  instruments  which  can  be 
used  despite  the  current  inflationary  environment.  This  may 
be  a  model  for  other  NIS  countries. 

•  In  Poland,  the  first  market -based  mortgages  have  been  made 
for  private  individuals  in  Eastern  Europe,  through  a  housing 
guaranty  program  which  immediately  affects  1,500  residential 
units. 

•  In  Hungary,  Szolnok  city  officials  are  redirecting  housing 
subsidies  to  the  most  needy,  permitting  a  reduction  in  cost 
and  greater  equity  in  the  program. 

•  Condominium  and  privatization  laws  in  Albania  have  resulted 
in  over  95%  of  the  270,000  housing  units  in  urban  areas  to 
be  privatized  in  one  year. 

•  U.S.  assistance  was  instrumental  in  introducing  the  concept 
and  substance  of  the  Housing  Privatization  and  Condominium 
Law  enacted  by  the  Slovak  Parliament  in  1993. 

2.   Building  Democracy:   U.S.  assistance  supports  the  transition 
to  democratic  political  systems,  free  and  independent  media, 
transparent  and  accountable  governance,  rule  of  law,   and  the 
empowerment  of  indigenous  civic  and  economic  institutions  to 
ensure  broad-based  participation  in  political  life.   Specific 
achievements  to -date  include: 

Political  Systems  and  Institutions: 

•  The  American  Bar  Associatiort' s  Central  and  East  Europe  Law 
Initiative  has  helped  counterparts  in  a  number  of  CEE  and 
NIS  countries  draft  democratic  constitutions. 
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•  The  Library  of  Congress  has  helped  the  parliaments  of  eight 
CEE  countries  establish  parliamentary  research  and 
information  systems  to  empower  them  with  a  source  of 
information  independent  of  the  executive  branch. 

•  The  International  Foundation  for  Electoral  Systems,  the 
National  Democratic  Institute  and  the  International 
Republican  Institute  have  helped  establish  electoral  systems 
and  supported  party  development  across  Central  and  Eastern 
Europe . 

•  Parliamentary  and  presidential  elections  in  Russia,  Ukraine, 
Georgia,  Moldova,  Albania,  Romania  and  Estonia  have 
benefitted  from  U.S.  NGO  assistance  in  central  election 
commission  procedures,  political  party  development,  and 
poll -watcher  training. 

Rule  of  Law: 

•  American  Bar  Association  technical  advisers  have  helped 
Russia  reintroduce  trial  by  jury  for  the  first  time  since 
1917  in  nine  regions. 

•  The  American  Bar  Association  helped  draft  clauses  protecting 
human  rights  in  the  new  Hungarian  criminal  code,  expected  to 
remain  in  the  final  legislation. 

•  U.S.  anti -monopoly  advisors  helped  draft  the  existing 
competition  law,  with  Poland  becoming  the  first  former 
communist  country  to  have  its  competition  report  accepted  by 
the  OECD.   With  help  from  the  U.S.  FTC  and  Consumer 
Protection  Agency,  a  Polish  Consumer  Protection  Department 
has  been  established  within  the  Anti-Monopoly  Office. 

•  The  National  Democratic  Institute  has  helped  Romania's  Pro- 
Democracy  Association  (PDA)  launch  a  three-month 
parliamentary  transparency  and  accountability  caimpaign.   As 
of  January  1994:   (1)  small  groups  of  citizens  are  now  being 
admitted  to  the  plenary  debates  in  the  Senate;  and  (2)  the 
parliamentary  newspaper  will  publish  the  upcoming  draft  laws 
to  be  debated. 

Independent  Media: 

•  The  International  Media  Fund  (IMF)  has  helped  launch 
independent  newspapers  and  radio  stations  across  CEE  as  well 
as  establish  media  resource  centers  in  the  region. 
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•  Internews  (a  U.S.  NGO)  helped  link  six  independent  Russian 
TV  stations,  for  the  production  of  two  local  news  programs 
on  more  than  40  stations  in  Russia,  Ukraine  and  Kazakhstan 
for  a  combined  viewership  of  over  70  million.   In  the 
Ukraine,  Internews  helped  create  a  network  of  independent  TV 
stations  with  a  wider  viewership  than  Ukrainian  state 
television. 

Local  Government  and  Civil  Institutions: 

•  The  International  City  Manager's  Association  has  provided 
technical  assistance  and  training  to  several  local  municipal 
government  associations  in  Poland,  the  Czech  Republic  and 
Slovakia,  and  helped  to  establish  self-sustaining  vocal 
centers  playing  an  important  role  in  the  decentralization  of 
power  from  central  to  regional  and  local  governments. 

•  Over  200  Polish  local  municipal  council  members  and 
administrators  were  trained  in  principles  of  public  service 
organization,  management  and  local  finance. 

•  To  help  the  Russian  people  build  the  institutions  of  a  civic 
society,  grants  were  provided  to  over  300  indigenous 
nongovernmental  organizations  and  provided  technical 
assistance  to  encourage  formation  of  additional  NGOs .   Four 
years  ago,  such  organizations  were  all  but  unknown.   Today 
there  are  at  least  12,000  of  NGOs  in  the  NIS. 

3.   Easing  Human  Costs:    Our  focus  is  on  redefining  public  and 
private  sector  roles  in  the  management  of  humanitarian,  health, 
and  related  social  services  fundamental  to  a  stable  transition. 
Emergency  assistance  provides  some  relief  as  new  systems  are  put 
in  place.   Specific  achievements  include: 

Emergency  Assistance: 

•  Emergency  humanitarian  assistance  has  helped  avoid  hunger, 
epidemics  and  other  hardships  in  strife-torn  Armenia, 
Georgia,  Azerbaijan  and  Tajikistan,  as  well  as  the  former 
Yugoslavia.   Critically  needed  medical  supplies  and 
emergency  food  aid  have  been  directed  to  the  most  vulnerable 
groups.   Emergency  kerosene  and  seed  wheat  are  helping 
Armenia  survive  the  winter  and  will  permit  spring  planting. 
Looking  longer  term,  pharmaceutical  and  vaccine  production 
capacity  is  being  restored  in  Russia. 

•  Agricultural  and  dairy  products  to  vulnerable  groups  in 
Armenia,  Georgia  and  Russia  have  already  reached  2,226,000 
pregnant  and  nursing  mothers,  infants  and  pensioners. 
Another  $38  million  in  such  assistance  is  being  provided 
this  year. 
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In  Central  Asia,  vaccination  of  over  500,000  children  has 
prevented  epidemics  of  measles  and  other  childhood  diseases. 

In  Croatia  and  Bosnia-Herzegovina,  we  support  20  local 
organizations,  including  women's  groups,  community 
organizations  and  local  voluntary  organizations,  to  assist 
war  refugee  trauma  victims  and  reunite  families  separated  by 
the  conflict. 

In  Romania,  emergency  assistance  was  provided  to  many  of  the 
100,000  institutionalized  children.   Nearly  2,500  children 
under  three  years  of  age  have  received  rehabilitation 
assistance,  and  147  children  have  been  placed  with  Romanian 
and  American  adoptive  parents. 


Health: 


To  restore  vaccine  production,  U.S.  firms  are  providing  raw 
materials  and  inputs  for  production  of  measles,  polio  and 
DPT  vaccines,  and  training  in  sound  manufacturing  practices. 
The  U.S.  FDA  is  assisting  in  vaccine  quality  control  and 
regulation.   Feasibility  studies  for  potential  private 
sector  investment  in  new  production  facilities  have  been 
completed. 

31  Partnerships  between  U.S.  hospitals  and  health  facilities 
in  Central  and  Eastern  Europe  and  the  NIS  are  directly 
improving  the  quality  of  medical  care  in  cities  throughout 
the  region.   To  improve  emergency  care,  ten  such 
partnerships  have  improved  ambulance  services,  emergency 
room  and  intensive  care  in  Russia,  Ukraine,  Belarus, 
Kazakhstan,  Georgia  and  Armenia.  Other  partnerships  in  both 
GEE  and  the  NIS  are  improving  treatment  of  children  with 
leukemia,  improving  nursing  standards  and  skills,  and 
updating  medical  management. 

In  Central  Asia,  women's  access  to  family  planning  services 
is  being  expanded  by  development  of  commercial  supply 
systems  for  modern  contraceptives  and  training  of  health 
care  providers. 

Under  the  PROJECT  HOPE  Health  Care  Partnership,  a  pediatric 
cardiovascular  team  from  Boston  Children's  Hospital  is 
helping  to  establish  high  quality  treatment  capability  in 
Slovakia.   In  the  first  eight  months  of  training,  it  is 
reported  that  the  number  of  children  abroad  for  heart 
treatment  was  reduced  by  90%.   Project  HOPE  has  increased 
cardiology  services;  the  waiting  time  for  surgery  has  been 
shortened;  and  the  hospital  mortality  rate  has  been  reduced 
from  12%  to  5%. 
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Environment : 


Technical  advisors  have  helped  restore  the  water  supply 
system  and  wastewater  system  for  the  City  of  Yerevan,  a 
system  that  provides  service  to  approximately  50%  of  the 
Armenian  population. 

In  the  Central  Asian  Republics  we  have  launched  an  Aral  Sea 
Initiative  which  initially  focuses  on  providing  potable 
water  to  the  most  affected  populations.   Follow-up  work  will 
include  TA  on  water  resources  management. 

The  World  Environment  Center  is  introducing  new  technology 
for  decreasing  industrial  wastes.   This  helped  the  largest 
refinery  in  the  Czech  Republic  to  decrease  carcinogenic 
emissions  by  72%  and  will  also  help  this  company  to  save 
over  $130,000  yearly  in  production  costs.   Also  in  the  Czech 
Republic,  the  U.S.  capitalized  with  $10  million  dollars  in 
local  currency  a  fund  to  undertake  environmental  activities 
and  investments. 

In  Poland,  the  Oswiecim  chemical  works  realized  a  90% 
reduction  in  emission  of  vinyl  chloride  and  an  annual 
savings  of  $2  million  by  application  of  relatively 
inexpensive  technological  changes.   Replicable  energy 
efficiency  demonstrations  in  multi- family  housing  in  Krakow 
are  expected  to  realize  energy  savings  of  30-35%.   The 
recently- installed  sulfur  scrubbers  at  the  Skawina  power 
plant  near  Krakow  are  predicted  to  reduce  sulphur  dioxide 
emissions  by  80%  --  from  4,000  tons  to  8,000  tons  annually. 


342 


Testimony  of  Gloria  C.  Duffy 

Deputy  Assistant  Secretary  of  Defense 

Deputy,  Head,  Negotiations  on  Safe  and 

Secure  Dismantlement  (SSD) 

Hearing  on  US  Assistance  to  the  New  Independent  States 
House  Foreign  Affairs  Committee 

March  24, 1994 
9:30  am 


Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  appear  before  you,  just  a  day  after  returning  from  a 
visit  to  Russia  and  Ukraine,  in  connection  with  the  Former  Soviet  Union 
(FSU)  Cooperative  Threat  Reduction  (CTR)  program.  Your  committee 
played  a  major  role  in  creating  the  CTR  Program  of  assistance  to  the  New 
Independent  States  (NIS),  for  which  I  am  responsible  at  the  Department  of 
Defense.  I  have  come  before  you  in  private  life,  and  am  delighted  to  testify 
again  today  on  behalf  of  the  Defense  Department. 

INTRODUCTION 

The  CTR  program  is  one  of  the  most  important  and  successful  means 
available  to  the  United  States  to  encourage  the  four  eligible  NIS  -  Russia, 
Ukraine,  Belarus  and  Kazakhstan  -  to  dismantle  the  weapons  of  mass 
destruction  on  their  territories,  and  thus,  reduce  the  threat  to  the  United 
States.  Other  U.S.  NIS  assistance  programs  concentrate  on  the  challenges  of 
building  greater  stability,  economic  prosperity  and  democracy  in  this  region. 
In  contrast,  the  CTR  program,  in  accordance  with  Congressional  direction,  is 
narrowly  focused. 

This  program  addresses  the  urgent  tasks  of  denuclearization  in 
Belarus,  Kazakhstan  and  Ukraine,  the  safe  and  secure  transport  and  storage 
of  nuclear  weapons  and  materials;  START  reductions  and  chemical  weapons 
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destruction  in  Russia,  and  nonproliferation,  demilitarization,  and  defense 
conversion  in  all  four  eligible  states  of  the  FSU.  The  CTR  program 
complements  other  U.S.  assistance  programs  in  our  comprehensive  effort  to 
help  bring  about  a  peaceful  and  stable  transition  in  these  states. 

As  Secretary  Perry  indicated  in  a  recent  statement  the  CTR  program  is 
"defense  by  other  means.  We  have  programs  in  our  defense  budget  which 
defend  against  attack  by  ballistic  missiles  with  nuclear  warheads  on  them. 
This  is  another  way  of  defending  against  those  ballistic  missiles  with  nuclear 
warheads,  by  eliminating  them  at  the  source."  The  CTR  program  provides  a 
realistic  approach  to  the  uncertainties  created  in  the  aftermath  of  the 
dissolution  of  the  former  Soviet  Union.  At  the  same  time,  it  represents  a 
pragmatic  effort  to  shape  developments  in  the  former  Soviet  Union  and 
hedge  against  the  possibility  of  negative  outcomes. 

Congress  first  authorized  the  CTR  program  in  FV  1992.  Two  and  one 
half  years  after  the  program  was  established,  I  understand  that  you  have 
three  key  questions  about  its  status.  First,  is  the  program  still  focused  on  its 
central  goals  of  dismantlement,  denuclearization,  nuclear  safety  and  security, 
nonproliferation  and  demilitarization?  Second,  is  it  accomplishing  these 
objectives,  and  do  we  know  that  assistance  provided  is  being  used  for  the 
purposes  intended  in  the  four  republics?  Third,  is  the  program  being 
executed  expeditiously  and  effectively?  In  the  course  of  my  testimony,  I 
will  provide  answers  to  these  questions. 

CURRENT  STATUS 

To  begin,  I  would  like  to  illustrate  how  dramatically  different  and 
more  positive  the  state  of  the  CTR  program  is  today  from  what  it  was  just  a 
year  ago,  and  even  last  September,  when  Dr.  Ashton  Carter  testified  before 
you  about  the  program.  Over  the  past  week  Secretary  Perry  led  a  U.S. 
interagency  group  on  a  visit  to  Russia,  Kazakhstan,  Ukraine  and  Belarus.  A 
prime  focus  of  this  trip  was  the  CTR  program.  The  range  of  events  that 
occurred  just  during  the  week  of  his  visit  dramatizes  the  scope  of  concrete 
actions  happening  today  in  the  NIS  in  demilitarization,  dismantiement, 
denuclearization  and  nonproliferation  that  simply  would  not  be  taking  place 
without  this  unique  program. 

Let  me  give  you  some  examples.  During  Secretary  Perry's  visit  to 
Ukraine,  Ukraine  took  delivery  of  six  security  vehicles  provided  by  the 
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Department  of  Defense  under  the  CTR  program.  These  vehicles  are  being 
used  in  the  convoys  that  safely  escort  the  deactivated  nuclear  warheads 
removed  from  SS-19s  and  SS-24s  at  the  Pervomaysk  missile  base  as  they  are 
transported  to  Russian  trains  that  carry  them  out  of  the  country.  The  CTR 
program  played  a  preeminent  role  in  bringing  about  the  January  Trilateral 
Statement,  through  which  Ukraine  committed  itself  to  a  concrete  process  for 
removing  nuclear  weapons  from  its  territory.  This  week,  Dr.  Perry  also 
visited  the  Pervomaysk  missile  base  itself,  where  he  personally  observed  the 
activities  associated  with  deactivation  of  the  SS-19  and  SS-24  ICBMs. 

In  Moscow  last  week,  the  International  Science  and  Technology 
Center  held  its  first  board  meeting,  where  $7  million  in  CTR  funds  was 
approved  for  research  grants  to  FSU  nuclear,  chemical,  and  biological 
weapons  scientists  who  are  turning  their  skills  and  knowledge  to  civilian 
research.  These  ISTC  projects  are  expected  to  employ  over  750  weapons 
scientists  on  non-military  research. 

In  Belarus,  Secretary  Perry  announced  the  award  of  the  first  two 
defense  conversion  contracts  funded  by  the  CTR  program.  These  contracts 
will  support  joint  ventures  between  U.S.  companies  and  former  Soviet 
defense  firms  to  cooperate  in  converting  defense  industries  and  capabilities 
to  civilian  production  and  activities. 

In  Kazakhstan,  a  U.S.-Kazakhstani  Defense  Conversion  Commission 
met  to  examine  methods  of  converting  Kazakstan's  defense  industry  and 
capabilities  to  produce  goods  for  the  civilian  economy  and  a  Defense 
Conversion  agreement  was  signed  for  up  to  $15  million  in  CTR  assistance. 

These  events,  representing  just  a  week's  activities,  give  a  better  sense 
of  the  program's  effects  than  do  the  over  all  statistics  about  our  assistance. 
Yet,  the  statistics,  particularly  the  changes  in  program  indicators  over  the 
past  year,  are  also  impressive.  By  all  accoimts,  the  CTR  program  has  made 
dramatic  progress  since  the  beginning  of  the  Clinton  Administration. 

Congress  has  authorized  $1.2  billion  for  CTR  assistance  to  the  NIS, 
$400  million  in  transfer  authority  each  year  for  FY  1992  -FY  1993,  and  a 
direct  $400  million  appropriation  for  FY  1994.  Of  this  amount,  $212  million 
in  FY  1992  transfer  authority  expired  before  funds  were  transferred  to 
execute  the  program.  Thus,  the  current  authority  for  the  program  totals  $988 
million. 
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Projects  to  expend  all  but  $30  million  of  the  $988  million  authorized 
have  now  been  reported  to  Congress. 

Thirty-seven  assistance  agreements  have  been  signed  with  FSU 
goverrunents,  an  increase  from  just  seven  a  year  ago.  Funds  committed  in 
these  agreements,  including  those  signed  during  Secretary  Perry's  recent 
visit,  now  total  $896  million  and  additional  agreements  are  expected  to  be 
signed  shortly. 

Funds  actually  transferred  during  FY  1992  and  FY  1993  from  other 
Department  of  Defense  accounts  to  the  appropriate  accounts  required  to 
implement  the  CTR  programs  total  just  $278  million.  As  of  the  end  of 
February,  $113  million  has  been  obligated  or  expended  for  execution  of 
these  programs,  a  four  fold  increase  from  a  year  ago.  Another  $400-500 
million  is  in  the  pipeline,  in  the  process  of  being  obligated  as  the  Requests 
For  Proposals  (RFPs)  lead  to  award  of  contracts.  We  expect  to  obligate  this 
amount  by  the  end  of  FY  1994. 

The  gap  between  the  funds  authorized,  notified  and  obligated  and  the 
rapid  rate  at  which  this  gap  is  now  closing,  reflects  the  uniqueness  of  the 
CTR  program.  This  program  is  different,  in  both  its  purposes  and  the 
process  used  to  implement  it,  from  other  programs  funded  from  the  defense 
budget  and  other  U.S.  assistance  programs  to  the  NIS. 

THE  CTR  PROCESS 

There  are  essentially  four  steps  in  the  CTR  program  process: 

1)  certification; 

2)  notification; 

3)  negotiation  and  conclusion  of  agreements;  and  then, 

4)  implementation. 

Certifications:  The  CTR  process  is  initiated,  as  required  by  legislation, 
with  certifications  which  make  an  FSU^tate  eligible  to  receive  CTR 
assistance.  Certifications  for  Russia,  Belarus,  Kazakhstan  and  Ukraine  were 
submitted  to  Congress  for  1994  in  early  February.  These  certifications 
reflect  that  each  state  is  committed  to: 
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making  a  substantial  investment  of  its  own  resources  for  dismantling  or 
destroying  its  weapons  of  mass  destruction; 

foregoing  any  military  modernization  program  that  exceeds  legitimate 
defense  requirements  and  foregoing  the  replacement  of  destroyed 
weapons  of  mass  destruction; 

foregoing  any  use  in  new  nuclear  weapons  of  fissionable  materials  or 
other  components  of  destroyed  nuclear  weapons; 

facilitating  U.S.  verification  of  any  weapons  destruction  carried  out 
under  the  program; 

complying  with  all  relevant  arms  control  agreements,  and 

observing  internationally  recognized  human  rights,  including  the 
protection  of  minorities. 

Notification:  The  notification  process,  which  was  established  in  the  initial 
FY  1992  legislation,  requires  that  we  report  to  Congress  15  days  before 
obligating  any  funds  for  assistance  on  the  activity  proposed,  the  source  of 
funds  and  the  participation  of  other  U.S.  departments  and  agencies.  This 
report  is  made  prior  to  making  an  offer  of  specific  assistance  to  any  of  the 
eligible  FSU  states  which  could  result  in  the  obligation  of  funds.  This  is  to 
ensure  that  the  Department  of  Defense  has  the  legal  authority  to  use 
appropriated  fiinds  for  projects  proposed  before  signing  an  agreement  to 
provide  assistance. 

In  FY  1992  and  1993,  we  notified  Congress  of  proposed  obligations  of 
$790  million  of  the  $800  million  transfer  authority  available  to  support  the 
CTR  programs  with  the  four  eligible  FSU  states.  Recently,  we  have 
submitted  reports  on  proposed  obligations  for  $390  million  of  the  FY  1994 
appropriation  as  I  will  explain  further. 

Negotiations:  Negotiations  follow  the  report  to  Congress  of  proposed 
obligations  when  we  present  our  offer  of  assistance  to  each  of  the  FSU  states 
and  seek  to  reach  a  common  purpose  and  plan  for  the  implementation  of  the 
specific  assistance  project 
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Negotiations  are  the  critical  element  in  the  CTR  process.  CTR  fimds 
provide  the  U.S.  with  leverage  to  encourage  denuclearization  in  the  former 
Soviet  Union.  By  allowing  us  to  offer  the  NIS  assistance,  the  CTR  program 
eases  the  economic  and  social  costs  for  these  states  of  securing,  transporting, 
and/or  dismanding  the  weapons  of  mass  destruction  remaining  on  their 
territories.  The  assistance  agreements  we  have  signed  are  the  mechanism 
through  which  the  NIS  have  committed  themselves  to  a  concrete  program  for 
dismandement 

There  is  a  general  perception  by  some,  that  after  almost  three  years, 
minimal  funds  have  been  exp)ended  for  the  CTR  program,  and  thus,  litUe 
practical  results  have  been  achieved.  In  fact,  the  results  of  the  negotiations 
process  represent  extraordinary  progress. 

Negotiations  which  we  began  with  the  FSU  states  nearly  two  years 
ago  have,  in  many  cases,  produced  results  just  in  the  last  few  months. 
During  the  past  two  years,  these  newly  sovereign  nations  have  been  deciding 
the  fate  of  the  weapons  of  mass  destruction  on  their  territories  through  their 
own  decision  making  processes.  These  decisions  have  been  made  in  the 
context  of  domestic  political  and  economic  turmoil,  assertive  parliaments, 
and  the  NIS  concerns  about  their  national  security  in  a  region  undergoing  a 
great  deal  of  geopolitical  change.  Backed  by  the  CTR  offers  of  assistance, 
the  U.S.  has  been  able  to  play  a  positive,  constructive  role  in  the  decisions 
these  governments  have  made. 

Although  Russia  signed  several  agreements  early  in  the  CTR  program, 
Belarus  was  the  first  of  the  NIS  to  decide  to  fully  participate  in  the  program 
in  June  1993.  Russia  signed  the  major  CTR  implementing  agreements  on 
nuclear  dismandement  and  other  projects  in  August  and  September  1993. 
Kazakhstan  and  Ukraine  only  took  this  step  in  December  1993. 

The  time  lag  involved  in  the  negotiations  has  resulted  in  a  build-up  in 
the  "backlog"  of  proposed  obligations  and  explains  the  slow  pace  of  actual 
obligations  that  has  characterized  this  program  for  the  past  two  years. 
However,  this  backlog  has  been  essential  to  support  our  negotiations  with 
these  governments;  negotiations  that  have  yielded  great  success. 

A  good  example  of  how  the  time  lag  to  allow  for  negotiations  has 
affected  obligations  for  the  program  is  the  International  Science  and 
Technology  Center  in  Russia  which  was  designed  to  address  the  potential 
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brain  drain  of  Russian  weapons  scientists  abroad.  Funds  were  allocated  to 
this  project  and  a  notification  of  proposed  obligations  submitted  to  Congress 
in  May  1992,  to  allow  the  U.S.  to  make  a  commitment  to  support  Russian 
weapons  scientists  making  the  transition  to  civilian  work. .  But  after  the 
agreement  to  set  up  the  ISTC  was  signed  with  the  U.S.,  Japan  and  the  EC  in 
November  1992,  the  Russian  government  decided  that  it  was  subject  to 
parliamentary  ratification.  The  parliament  delayed  consideration  of  the 
agreement.  Only  in  December  of  1993  was  the  ISTC  finally  brought  into 
being,  by  an  executive  agreement  with  the  Russian  government  to  let  the 
Center  operate  pending  Dimia  ratification.  In  the  meantime,  except  for  some 
initial  start-up  administrative  costs,  the  funds  for  the  project  were  untapped 
for  over  two  years. 

As  I  mentioned,  the  turnaround  in  this  project  since  December  has 
been  dramatic,  with  the  first  ISTC  board  meeting  held  last  week.  So,  in  the 
end,  our  patience,  persistence  and  hard  work  has  paid  off.  But  the  time  lag 
reflected  has  been  an  inherent  part  of  the  CTR  process. 

In  practical  terms,  given  the  negotiations  process,  the  CTR  program 
has  only  been  fully  developed  in  Belarus  for  nine  months,  in  Russia  for  six 
months,  and  in  Kazakhstan  and  Ukraine  for  less  than  three  months.  When 
CTR  program  results  are  measured  against  this  timeline,  they  are  more 
impressive.  We  have  concluded  30  new  assistance  agreements  in  rapid 
succession  with  the  FSU  states  since  last  June.  Clearly,  1993  was  the  "Year 
of  Negotiations,",  and  1994  is  becoming  the  "Year  of  Implementation"  for 
the  CTR  program. 

Implementation:  Finally,  in  the  CTR  process,  we  implement  each  of  the 
specific  assistance  projects  in  coordination  with  the  appropriate  U.S. 
departments  and  agencies  and  the  appropriate  institutions  within  the  FSU 
state.  The  implementation  stage,  which  provides  the  actual  materials  and 
technical  assistance  to  secure,  transport,  protect,  disable  and  destroy 
weapons  of  mass  desdiiction  on  FSU  state  territories,  is  now  beginning  in 
earnest. 

For  example,  the  U.S.  was  able  to  respond  very  quickly  when  Ukraine 
urgentiy  requested  assistance  last  month  in  deactivating  the  SS-19  and  SS-24 
ICBMs.  Within  a  week  fuel  that  Ukraine  had  requested  to  assist  in  this 
process  had  been  delivered  to  the  missile  base  in  Pervomaysk.  Security 
vehicles  for  the  warhead  convoys  were  in  Kiev  within  a  month.  Three 
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cranes  were  enroute  within  a  month,  batteries  and  communications 
equipment  are  on  their  way  to  Ukraine  right  now. 

There  are  numerous  other  examples  of  how  the  pace  of 
implementation  has  increased  and  will  gather  greater  speed  in  the  months 
ahead.  Nearly  5,000  items  have  been  delivered  supporting  various  projects. 
Procurement  of  the  equipment  for  the  next  phase  of  the  CTR  program 
dealing  mainly  with  strategic  offensive  arms  elimination  is  underway.  We 
are  now  shipping  smaller  equipment  such  as  saws,  drills,  and  welding 
equipment  to  Russia  for  launcher  dismantlement,  and  larger  equipment  such 
as  cranes  are  being  procured.  In  May,  a  site  visit  and  pre-proposal 
conference  will  be  held  in  Kazakhstan  for  U.S.  contractors  interested  in 
bidding  on  the  job  of  dismantiing  the  SS-1 8  silos.  Similar  implementation 
progress  is  evident  in  nearly  every  project  in  the  CTR  program. 

CTR  GOALS  AND  ACCOMPLISHMENTS 

The  answer  to  the  question  of  whether  the  CTR  program  is  still 
focusing  on  the  core  goals  of  dismantiement  and  denuclearization  in  the  FSU 
is  a  resounding  "yes".  Every  project  underway  reflects  one  of  the  seven 
primary  objectives  we  have  pursued  throughout  the  CTR  program.  We  have 
made  significant  progress  in  every  area  and  we  are  pleased  to  report  a  degree 
of  success  that  we  could  hardly  have  imagined  a  year  ago.  The  primary 
goals  of  the  program  have  been,  and  remain  to: 

1)  Prevent  the  Emergence  of  New  Nuclear  States 

One  of  our  most  important  objectives  has  been  to  prevent  the 
emergence  of  new  nuclear  states  in  the  FSU.  Had  Ukraine,  Belarus,  and 
Kazakhstan  decided  to  "go  nuclear,"  it  would  have  been  catastrophic  to  our 
security,  to  regional  security,  and  to  the  global  nonproliferation  regime. 

We  have  worked  to  convince  Ukraine,  Belarus,  and  Kazakhstan  to 
send  their  nuclear  warheads  to  Russia  and  in  the  cases  of  Ukraine  and 
Kazakhstan,  to  eliminate  the  associated  strategic  nuclear  delivery  systems 
from  their  territory  as  required  by  START  and  the  Lisbon  Protocol.  Belarus 
is  sending  its  delivery  systems  back  to  Russia.  In  addition  to  preventing  the 
emergence  of  new  nuclear  powers  in  the  FSU,  consolidating  these  weapons 
in  Russia  for  dismantlement  reduces  the  danger  of  proliferation  of  nuclear 
systems  from  the  FSU  to  other  regions. 
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As  a  result  of  our  diplomacy,  in  which  the  C'iR  program  has  provided 
critical  leverage  and  reinforcement,  Belarus,  Kazakhstan,  and  Ukraine  have 
agreed  to  denuclearize  completely,  removing  all  nuclear  weapons  from  their 
territories  within  a  short  period  of  time.  All  three  countries  have  ratified  the 
START  I  agreement,  Belarus  and  Kazakhstan  have  acceded  to  the  Non- 
Proliferation  Treaty  as  non-nuclear  weapons  states,  and  Ukraine  has 
committed  to  do  so. 

The  Trilateral  Statement  between  the  U.S.,  Russia  and  Ukraine  was 
our  most  important  breakthrough.  As  a  result,  30  of  Ukraine's  46  modem 
SS-24  missiles  are  being  deactivated.  Twenty  SS-19  missiles  in  Ukraine 
also  have  been  deactivated  and  will  soon  be  dismantled.  During  Secretary 
Perry's  trip  to  Pervomaysk,  Ukraine  announced  that  it  has  begun  to 
deactivate  an  additional  10  SS-19  missiles.  Shipment  of  both  SS-24  and  SS- 
19  warheads  to  Russia  began  earlier  this  month  and  120  warheads  have  been 
transferred  thus  far.  The  U.S.  has  been  able  to  provide,  on  an  urgent  basis, 
fuel  and  other  assistance  to  speed  this  process  of  deactivation  in  Ukraine. 

A  regiment  of  SS-25  ICBMs  including  9  missiles  have  been 
withdrawn  from  Belarus  to  Russia,  and  additional  SS-25  missiles  are  being 
prepared  to  leave  the  coimtry.  Twelve  SS-18s  missiles  and  120  warheads 
have  been  removed  from  silos  in  Kazakhstan,  and  the  process  of  dismanding 
SS-18  silos  is  now  begirming.  All  told,  deactivations  in  Ukraine  alone  have 
reduced  on  the  order  of  over  400  the  strategic  warheads  that  were  aimed  at 
the  U.S.  Over  the  life  of  the  program,  we  expect  CTR  assistance  will  help  to 
support  the  removal  of  over  3,000  nuclear  warheads  from  the  territories  of 
Ukraine,  Belarus  and  Kazakhstan. 

The  priority  the  U.S.  has  placed  on  this  objective  is  reflected  in  the 
allocation  of  CTR  funds.  The  largest  proportion  of  CTR  assistance  is 
committed  to  this  objective  -  $255  million.  The  largest  single  CTR 
agreement  the  U.S.  has  signed  is  for  up  to  $185  million  for  Ukraine  to 
deactivate  strategic  nuclear  weapons,  and  to  dismantle  their  missiles  and 
silos.  Kazakhstan  also  has  been  allocated  up  to  $70  million  for  this  purpose, 
specifically,  to  dismantle  SS-18  silo  launchers. 
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2)  Ensure  Safe  and  Secure  Transport  and  Storage: 

Our  second  objective  has  been  the  safe  and  secure  transport  and 
storage  of  warheads  shipped  to  Russia  for  dismantlment.  We  have  provided 
armored  blankets  to  protect  warheads,  emergency  response  equipment  and 
training,  containers  for  warhead  components,  and  railcar  modification  kits 
for  secure  transport.  Transport  of  warheads  back  to  Russia  and  within 
Russia,  has  all  taken  place  without  apparent  diversion  or  incident.  With 
many  thousands  of  warheads  yet  to  be  transported,  this  CTR  assistance  will 
continue  to  be  used  more  fully  in  the  future.  We  have  committed  up  to  $97 
million  towards  this  objective  through  the  CTR  program. 

3)  Promote  Rapid  Reduction  of  Russian  Weapons  of  Mass 
Destruction  (WMD): 

Our  third  objective  has  been  to  encourage  and  assist  Russia  to 
accelerate  reductions  in  nuclear  and  chemical  weapons  to  meet  its 
commitments  imder  START  I  and  START  n  and  the  Chemical  Weapons 
Convention.  Russia  signed  an  agreement  for  up  to  $130  million  in  CTR 
assistance  with  strategic  launcher  dismandement  in  September  1993.  We 
are  also  preparing  to  discuss  ways  in  which  CTR  assistance  could  be  used  to 
begin  early  implementation  of  START  n  reductions. 

The  U.S.  is  assisting  Russia  with  the  secure  storage  of  plutonium  from 
dismanUed  warheads.  Combined  with  U.S.  purchase  of  HEU  from 
dismantled  warheads,  this  project  will  ensure  the  safe  disposition  of  the  huge 
quantities  of  fissile  material  released  from  the  former  Soviet  arsenal. 

In  the  past  few  months  we  have  obtained  Russian  agreement  to  begin 
comprehensive  plaiming  to  dispose  of  its  40,000  tons  of  chemical  weapon 
agents  declared  to  be  in  the  Russian  stockpile.  In  January  we  agreed  to 
provide  the  Russians  with  a  U.S.  contractor  to  assist  in  planning  this 
multiyear  Chemical  Weapons  Demilitarization  Program.  During  Secretary 
Perry's  visit  to  Moscow,  we  signed  an  additional  CW  agreement  amendment 
to  help  establish  a  central  analytical  laboratory  within  the  Russian  Academy 
of  Sciences  to  research  safe  and  ecologically  sound  methods  of  disposing  of 
chemical  agents  and  munitions. 

The  priority  we  place  on  the  elimination  of  weapons  of  mass 
destruction  in  Russia  is  reflected  in  the  CTR  funding  we  have  allocated  to 
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this  task,  about  $275  million  over  three  years.  Together,  the  portion  of  CTR 
funds  that  has  been  committed  to  Russia  and  the  other  NIS  for 
dismantlement  of  weapons  of  mass  destruction  and  the  secure  transport  and 
storage  of  nuclear  weapons  totals  over  $600  million.  At  more  than  two- 
thirds  of  the  fimds  committed  through  the  program  this  represents  the  clear 
priority  among  CTR  program  goals. 

4)  Prevent  Proliferation  of  Nuclear  Materials  and  Other  WMD: 

Our  fourth  objective  has  been  to  prevent  proliferation  through 
diversion  of  weapons,  nuclear  materials,  weapons  technology  and  know- 
how.  One  direct  approach  to  this  problem  is  to  provide  assistance  for  the 
development  of  and  improvement  in  export  control  measures  to  prevent 
proliferation  in  Belarus,  Kazakhstan  and  Ukraine.  Ambassador  Goodby  is 
leading  a  team  in  Moscow  this  week  which  includes  a  working  group  on 
export  control  cooperation  between  the  U.S.  and  Russia.  We  also  have 
cooperative  programs  in  all  four  FSU  states  to  develop  or  improve  control 
and  accounting  systems  for  their  nuclear  facilities  and  materials. 

5)  Promote  Defense  Conversion  and  Demilitarization: 

Our  fifth  objective  has  been  to  promote  the  transition  of  military 
bases,  personnel  and  defense  industries,  specifically  that  produce  weapons  of 
mass  destruction,  to  peaceful  civil  purposes.  By  converting  the  economic 
and  personnel  infrastructure  of  the  FSU  weapons  complex,  these  projects 
facilitate  the  nations'  decision  to  demilitarize  and  denuclearize.  Under  the 
auspices  of  the  Gore-Chemomyrdin  Commission,  the  U.S.  has  established 
Defense  Conversion  Commissions  in  all  four  eligible  states  of  the  FSU. 
Creating  incentives  for  our  private  sector  to  get  involved  is  high  on  Secretary 
Perry's  priorities  as  it  could  ultimately  be  the  real  engine  of  reform  in  the 
FSU  states  defense  sector.  These  efforts  will  be  implemented  as  separate 
defense  conversion  projects  as  well  as  through  the  Defense  Demilitarization 
Enterprise  Fund.  This  fund,  authorized  by  Congress  in  FY  1994,  has  been 
incorporated  and  will  begin  to  operate  this  summer. 

Oiu"  pilot  defense  conversion  project  is  in  Belarus.  We  have 
underway  now  an  integrated  program  which  is  to  convert  the  Strategic 
Rocket  Forces  (SRF)  base  in  Lida  to  peaceful  purposes,  retrain  SRF  officers, 
and  fimd  joint  ventures  between  Belarus  defense  firms  and  U.S.  companies 
to  manufacture  civilian  products.  Secretary  Perry  announced  the  first  three 
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defense  conversion  joint  ventures  when  he  visited  Minsk  yesterday. 
Additional  defense  conversion  projects  are  being  launched  in  Russia, 
Ukraine  and  Kazakhstan. 

6)  Prevent  Proliferation  through  "Brain  Drain" 

Sixth,  our  objective  has  been  to  prevent  proliferation  through  "brain 
drain"  by  assisting  in  the  provision  of  alternative  employment  for  FSU 
weapons  scientists.  Our  efforts  in  this  area  have  focused  on  the 
establishment  of  the  International  Science  and  Technology  Center  (ISTC)  in 
Moscow,  and  a  similar  center  in  Ukraine.  As  I  mentioned,  the  ISTC  Board 
of  Directors  met  for  the  first  time  last  week  to  approve  the  first  round  of 
grants  to  Russian  scientists. 

7)  Promote  Stable  Defense  and  Military  Relations: 

Finally,  our  seventh  objective  has  been  to  expand  defense  and  military 
contacts  with  each  of  the  FSU  states  in  order  to:  promote  more  stable 
military-to-military  relations;  foster  civil-military  relations  in  a  democratic 
society;  promote  denuclearization  of  forces;  and  encourage  cooperation  in 
regional  crises.  These  efforts  help  to  avoid  dangerous  misunderstandings 
and  to  dispel  the  "enemy  images"  which  characterized  our  relations 
throughout  the  Cold  War. 

Under  this  program  a  wide  range  of  defense  and  military  contacts  are 
underway.  We  have  funded  over  1 15  individual  events,  including  Bilateral 
Working  Group  meetings,  Joint  Staff  Talks,  officer  exchanges,  contact  team 
and  technical  team  visits,  Ship  visits,  sister  base/unit  exchanges,  and  Search 
and  Rescue  and  Peacekeeping  training  exercises  with  Russia. 

Focus  and  Effectiveness: 

Why  are  we  funding  what  might  appear  to  be  "peripheral  programs"? 
In  particular,  how  do  ftinding  for  environmental  restoration  and  military  base 
conversion  in  Belarus,  and  housing  for  demobilized  military  officers  in 
Russia  address  the  core  goals  of  the  CTR  program? 

The  NTS  are  forced  to  address  the  economic  and  social  costs  of 
dismantling  nuclear  weapons  systems,  including  demobilizing  Strategic 
Rocket  Forces  bases,  and  demobilizing  the  officers  associated  with  nuclear 
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weapon  activities.  In  some  cases,  the  new  parliaments  have  legislated  that 
bases  cannot  be  shut  down  until  housing  or  jobs  are  provided  for  the  officers. 
When  essential  to  accomplishing  our  primary  goals,  and  in  accordance  with 
the  legislative  requirements,  the  US  has  provided  assistance  to  the  FSU 
states  which  addresses  these  problems.  In  Russia,  we  are  supporting  joint 
ventures  to  convert  defense  production  capacity  to  the  manufacture  of 
prefabricated  housing  which  is  then  used  to  house  demobilized  Strategic 
Rocket  Forces  officers.  CTR  assistance  in  Belarusian  environmental 
restoration  under  Project  Peace,  base  conversion,  and  officer  retraining  has 
allowed  Belarus  to  maintain  the  timetable  for  removing  the  SS-25  missiles. 
Converting  the  bases  helps  to  prevent  their  return  to  military  use  in  the 
future.  These  programs  are  a  small  fraction  of  the  total  CTR  effort  which 
enhance  the  effectiveness  of  the  CTR  dismantiement  programs. 

How  do  we  know  the  CTR  program  is  working? 

We  are  monitoring  FSU  dismantlement  and  deactivation  activity 
through  a  combination  of  our  national  technical  means  and  information 
gained  through  our  rapidly  increasing  multiple  contacts  with  the  FSU 
governments.  These  measures  are  increasingly  being  supported  and 
supplemented  by  agreed  measures  incorporated  into  our  CTR  programs  with 
the  FSU  states.  Taken  together,  these  methods  give  us  greater  confidence 
that  we  know  how  the  process  of  dismantling  is  proceeding  in  the  four  FSU 
states  with  which  we  are  cooperating. 

Of  course,  we  also  must  ensure  that  our  aid  is  used  for  the  purposes 
intended.  In  this  first  year  in  which  significant  goods  and  services  are  being 
delivered  to  Russia,  Ukraine,  Belarus,  and  Kazakhstan,  the  US  will  begin  a 
process  of  regular  audits  and  examinations  of  the  assistance  provided,  as  we 
are  empowered  to  do  under  the  terms  of  the  agreements  we  have  signed  with 
the  FSU  states. 

Finally,  two  aspects  of  the  CTR  program  give  us  higher  confidence 
that  the  program  will  meet  its  goals.  First,  the  CTR  program  is  conducted  by 
procuring  virtually  all  of  the  material,  goods  and  services  from  US 
companies  and  laboratories.  This  creates  economic  benefits  for  U.S. 
industry  as  well  as  giving  us  greater  assurances  that  our  assistance  is  being 
used  for  the  intended  purposes.  Second,  while  using  standard  U.S.  free  and 
fair  competition  and  contracting  procedures  may  contribute  to  some  delays 
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in  the  implementation  process,  this  approach  also  helps  ensure  that  the  CTR 
assistance  provided  is  used  for  our  intended  purposes. 


FY  1994-FY  1995  PROGRAM  ACTIVITIES  AND  PLANS 

We  are  continuing  negotiations  related  to  CTR  Pf  1994  program 
plans  with  the  FSU  states.  Additionally,  we  have  submitted  to  Congress  an 
FY  1995  Budget  request  for  an  additional  $400  million  in  funding  for  CTR 
program  activities.  The  final  section  of  my  testimony  will  describe  the  FY 
1994  and  FY  1995  program  objectives  and  projected  funding  requirements. 

FY  1994  Priorities 

Of  the  $400  million  initially  made  available  in  FY  1992  transfer 
authority,  $212  million  was  not  transferred  for  execution  prior  to  the  end  of 
FY  1993,  when  this  authority  expired.  Consequently,  commitments 
contained  in  over  20  CTR  agreements  signed  with  the  four  states,  which  had 
been  notified  to  Congress  as  proposed  obligations,  had  to  be  met  from  the 
FY  1994  direct  appropriation.  Over  half  of  the  FY  1994  FSU  Threat 
Reduction  appropriation,  $208  million,  is  being  used  to  fulfill  these  U.S. 
commitments.  Secretary  Perry  renotified  Congress  of  these  proposed 
obligations  on  February  16,  1994. 

When  Congress  provided  the  direct  appropriation  in  FY  1994,  several 
of  the  bureaucratic  obstacles  in  making  funds  available  for  CTR  projects 
associated  with  the  FY  1992  and  FY  1993  transfer  authorities  were  resolved. 
Since  the  renotification,  we  have  moved  to  quickly  implement  the  on-going 
FY  1992  programs. 

However,  commitments  made  and  programs  initiated  under  the  FY 
1993  transfer  authority  are  on  hold  until  the  reprogramming  request 
submitted  by  the  Department  of  Defense,  as  required  in  the  FY  1994 
legislation,  is  approved  by  Congress.  Ultimately,  without  Congressional 
approval  of  this  reprogramming,  we  could  be  in  a  position  in  which 
commitments  the  U.S.  has  made  to  other  nations,  under  authority  provided 
by  Congress  in  FY  1992  and  FY  1993,  could  not  be  met.  This  is  not 
acceptable  to  the  Administration,  nor  we  believe,  to  Congress.  We  need  to 
work  together,  both  within  the  Department  and  with  the  Congress,  to  ensure 
that  appropriate  funds  are  available  for  this  umque  defense  program. 
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To  the  extent  that  FY  1994  funds  are  available,  we  have  allocated 
funds  towards  our  primary  goals  and  other  urgent  priorities.  Of  the  $191 
million  which  remains  in  FY  1994  funds  after  paying  for  FY  1992  programs, 
the  Department  has  allocated  $100  million  for  Ukraine,  to  be  split  among 
strategic  weapons  dismantlement,  defense  conversion,  export  control,  and 
nuclear  material  control  and  accoimting  assistance.  We  have  a  great  need  in 
Ukraine  to  use  our  assistance  to  encourage  Ukraine  to  continue  moving 
towards  dismantlement.  The  FY  1994  funds  for  strategic  dismantlement  will 
be  used,  in  part,  for  costs  related  to  dismantling  the  SS-24  launchers  and 
missiles. 

Additionally,  for  FY  1994,  Russia  is  the  focus  of  a  possible  new  $20 
million  project  proposed  to  develop  materiel  control,  accounting  and 
physical  protection  systems  for  military  fissile  materials  that  are  of 
proliferation  concern.  We  also  will  continue  the  defense  conversion 
program  in  Belarus,  whose  "high  tech"  defense  industry  presents  significant 
opportunities  for  joint  ventures  with  U.S.  businesses,  as  well  as  dangers  of 
weapons  technology  proliferation. 

We  also  expect  to  begin  the  defense  conversion  program  with 
Kazakhstan  with  up  to  $15  million  in  FY  1994  CTR  assistance,  fimd  the 
earmark  of  $10  million  for  additional  Arctic  Nuclear  Waste  Disposal 
Research,  and  after  a  few  other  expenses,  the  $191  million  available  for  FY 
1994  will  be  completely  allocated. 

Thus,  despite  authorizing  up  to  $  1 .2  billion  in  funds  for  the  CTR 
program  over  the  past  three  years.  Congress  is  not  getting  $1.2  billion  worth 
of  purchasing  power  to  reduce  the  threats  to  our  security.  To  give  the  same 
kind  of  power  to  our  diplomacy  to  deal  with  remaining  security  threats  that 
has  been  so  effective  this  past  year,  any  new  commitments  the  U.S.  makes  in 
FY  1994  will  require  use  of  additional  transfer  authority. 

Having  the  ability  to  make  up-to  a  full  $400  million  of  new 
commitments  to  CTR  programs  in  FY  1994  is  an  important  investment  in 
our  national  security.  The  Department  of  Defense  may  seek  to  use  general 
transfer  authority  during  the  remainder  of  FY  1994  for  urgent,  critical  new 
projects  that  cannot  be  funded  from  the  FY  1994  appropriation  after 
financing  the  projects  carried  forward  from  FY  1992.  These  include 
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possible  assistance  in  chemical  weapons  disarmament  and  accelerated 
START  reduction  in  Russia. 

In  FY  1995,  we  have  requested  $215  million  in  transfer  authority  to 
cover  the  FY  1994  programs  we  will  be  tinable  to  fund  as  a  result  of  the 
expiration  of  the  FY  1992  transfer  authority.  I  know  that  this  request  may 
present  significant  difficulties.  We  included  this  request  recognizing  that  by 
using  our  FY  1994  appropriation  to  cover  FY  1992  commitments,  we  could 
not  meet  the  program  goals  anticipated  in  FY  1994.  As  we  budget  far  in 
advance,  this  additional  transfer  authority  may  be  the  only  way  to  regain  the 
purchasing  power  of  the  lapsed  $212  million. 

1995  Budget  Request 

As  encouraging  as  our  progress  in  the  CTR  program  has  been, 
fundamental  challenges  lie  ahead  in  FY  1995.  These  challenges  are 
reflected  in  our  FY  1995  Budget  Request  which  carries  forward  these 
priorities: 

—  First,  to  keep  Ukraine,  Belarus,  and  Kazakhstan  on  track  towards 
denuclearization; 

~  Second,  to  push  ahead  in  Russia  to  accelerate  the  pace  of  strategic 
dismantlement  and  chemical  weapons  destruction; 

"  Third,  to  accelerate  the  pace  of  construction  of  a  secure  storage  facihty 
for  plutonium  and  other  fissile  material  from  dismantled  nuclear  weapons  in 
Russia; 

~  Fourth,  to  promote  the  transition  of  defense  industry,  particularly  that 
which  produces  weapons  of  mass  destruction,  to  civilian  production. 

—  Fifth,  to  institute  additional  measures  to  prevent  proliferation,  in  all  four 
FSU  states,  including  ensuring  that  weapons  scientists  have  opportunities  for 

temative  emolovment;  and 


alternative  employment;  and 


—  Sixth,  to  continue  our  efforts  to  expand  defense  and  military  contacts  to 
promote  transition  and  reform. 
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As  our  1995  Budget  submission  details,  we  plan  to  allocate  CTR 
funds  among  several  categories  which  reflect  these  priorities.  We  will  spend 
the  largest  proportion  of  funds  in  FY  1995  for  assistance  with  dismantlement 
of  strategic  weapons  and  other  weapons  of  mass  destruction.  In  Pf  1995, 
our  Budget  Request  calls  for  an  expenditure  of  up  to  $200  million  on 
strategic  offensive  arms  elimination  among  the  four  FSU  states.  This 
includes  dismantlement  of  strategic  launchers  and  missiles,  as  well  as 
approximately  $30  million  for  chemical  demilitarization. 

We  plan  to  spend  up  to  $60  million  on  safety  and  security  of  nuclear 
materials.  This  includes  potential  further  costs  for  assistance  with  a  secure 
storage  facility  for  fissile  material  in  Russia. 

Up  to  $40  million  is  allocated  to  non-proliferation  measures,  including 
technical  assistance  to  the  four  governments  to  improve  their  export  control 
procedures  and  to  improve  the  control,  accounting  and  physical  protection 
for  fissile  materials  that  could  be  used  to  make  nuclear  weapons.  This 
program  also  will  allow  us  to  provide  additional  support  to  weapons 
scientists  in  the  republics  to  make  the  transition  to  civilian  work. 

Defense  conversion  efforts  also  will  receive  additional  fvmds  —  up  to 
$60  miUion  for  all  four  eligible  FSU  states.  This  will  increase  the 
capitalization  of  the  Demilitarization  Enterprise  Fund  being  initiated  in  FY 
1994  to  support  U.S.  and  republic  joint  business  ventures  that  convert 
defense  industries  in  these  states  to  civilian  production.  These  funds  also 
will  support  additional  defense  conversion  projects  and  activities. 

Defense  and  military  contacts  with  the  FSU  states  would  be  funded  at 
approximately  $20  million.  This  program  is  important  for  the  development 
of  greater  understanding  within  the  newly  independent  states  about  the 
appropriate  role  of  military  forces  in  a  democratic  society  and  the  concepts 
of  civilian  leadership  and  management  of  the  armed  forces.  These  contacts 
also  allow  the  U.S.  to  keep  closely  in  touch  with  developments  in  military 
doctrine  and  forces  in  these  states,  to  facilitate  our  understanding  of 
deinilitarization  efforts,  and  to  improve  commimication  and  coordination 
with  the  FSU  defense  establishments  in  areas  of  shared  bilateral  and 
multilateral  security  interests. 

Other  costs  of  the  program  --  including  logistic  support  for  its 
implementation  —  are  estimated  to  total  below  $20  million. 
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As  in  the  past,  FY  1995  execution  will  remain  dependent  on 
conclusion  of  appropriate  international  agreements.  The  Department  needs 
to  retain  sufficient  flexibility  in  the  appropriation  to  adjust  these  planned 
allocations  in  light  of  the  negotiations  process.  In  accordance  with 
Congressional  direction,  the  Department  will  provide  Congress  with  prior 
notification  of  proposed  obligations  for  each  project  as  the  program  is  further 
defined  and  implemented. 

The  CTR  program  cannot  accomplish  the  full  task  in  any  one  of  the 
program  areas  for  any  of  the  FSU  states.  For  example,  in  the  area  of 
chemical  demilitarization  alone,  cost  estimates  for  disposing  of  Russian  CW 
stocks  and  munitions  range  as  high  as  $8  billion.  The  FSU  governments 
must  commit  their  own  resources  to  accomplishing  the  bulk  of  these  tasks. 
What  the  U.S.  can  do,  through  the  CTR  program  is  to  draw  these 
governments  into  programs  through  which  they  will  ultimately  allocate  their 
own  resources  to  accomplish  these  tasks. 

As  the  dismantlement  process  proceeds  and  the  FSU  states  continue  to 
make  the  transition  to  democratic  institutions  and  market  economies,  we 
expect  to  phase  out  the  CTR  assistance  program.  In  the  meantime,  these 
states  need  our  encouragement,  assistance,  and  technical  expertise  as  they 
undergo  this  historic  transformation  to  non-nuclear,  independent  countries, 
or  in  the  case  of  Russia,  to  a  new,  more  democratic  power  with  a  minimal 
arsenal  of  nuclear  weapons. 

CONCLUSION 

Extraordinary  progress  has  been  made  in  the  CTR  program  during 
1993  and  to  date  in  1994.  Thirty  new  agreements  have  been  signed. 
Allocations  for  assistance  programs  in  the  FSU  states  from  the  first  two 
year's  authorization  of  $800  million  rose  to  $790  million.  Allocation  of  the 
$400  million  of  FY  1994  funds  is  nearly  complete.  Three  NIS  with  nuclear 
weapons  committed  themselves  to  denuclearization. 

But  as  long  as  nuclear  weapons  are  dispersed  among  several  republics 
and  still  deployed  en-masse  in  Russia,  they  continue  to  pose  a  threat  and  the 
danger  of  possible  proliferation  will  remain.  The  CTR  program  has  proven  a 
powerful  lever  to  diminish  this  threat  It  is  a  tremendously  good  value  for 
our  national  security  dollar.  We  ask  you  to  support  these  important 
programs  in  FY  1995. 
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Congressman  Jerry 

Solomon 


REMARKS  BEFORE  THE  SUBCOMMITTEE 

ON  EUROPE  AND  THE  MIDDLE  EAST 

ON  AID  TO  RUSSIA 

MARCH  24,  1994 


Mr.  Chairman,  as  you  are  probably  aware,  I  have  been  highly  skeptical  of  our  Russia 
aid  program  for  the  past  couple  of  years.    Moreover,  I  have  recently  introduced  legislation  to 
freeze  aid  to  Russia  until  several  conditions  are  met.    I  welcome  the  opportunity  explain  my 
views  before  the  subcommittee  today. 

Mr.  Chairman,  I  have  never  had  any  quibble  with  the  idea  that  assisting  the 
democratization  and  economic  transformation  of  Russia  is  deeply  in  our  interest.    This  is 
entirely  logical  and  I  don't  think  anybody  seriously  disagrees.    I  have  also  always  been  a 
strong  supporter  of  the  Russian  reformers.    The  task  that  Yeltsin,  Kozyrev  and  Gaidar 
embarked  upon  in  late  1991  and  early  1992  was  genuinely  herculean  and  their  efforts  heroic, 
in  my  view. 

Indeed,  as  you  may  know,  when  Yeltsin  abolished  the  illegitimate  Soviet-era 
parliament  in  September  of  last  year,  I  introduced  a  resolution  in  support  of  his  action.    In 
the  resolution,  I  also  praised  President  Clinton  for  his  staunch  public  support  for  Yeltsin. 
Thus,  I  trust  that  no  ©ne  will  view  my  opposition  to  Russia  aid  as  indiscrete,  obstructionist  or 
panisan. 

But  I  just  have  never  equated  suppon  for  Yeltsin  and  the  reformers  with  the  need  for 
a  massive  infusion  of  foreign  aid.    And  quite  frankly,  Mr.  Chairman,  we  have  seen 
substantia]  changes  in  Russia  in  recent  months  and  I  am  not  sure  there  are  any  reformers  or 
reform  left  to  support. 

I  would  like  to  breakdown  my  opposition  to  our  Russia  aid  policy  into  three 
categories.    First,  the  nature  of  our  aid  package  itself,  and  what  I  see  as  its  divorcement 
from  Russia's  real  needs.    Second,  the  direction  of  Russian  economic  policy.    And  third,  the 
direction  of  Russian  foreign  policy. 

As  to  the  aid  package  itself,  let's  take  a  look  at  the  Clinton  administration's 
Vancouver  and  Tok'yo  packages  from  last  year.    The  Administration  insists  that  most  of  our 
aid  is  going  to  the  grass  roots  and  the  private  sector,  but  I  don't  see  that  this  is  the  case.    For 
instance,  S900  million  of  last  years's  SI. 6  billion  Vancouver  package  was  for  grain  credits 
and  food  aid.    The  Administration's  own  status  report  confirms  that,  so  far,  over  70%  of 
expended  Vancouver  funds  have  been  for  these  two  programs. 

But  last  August,  US  Xews  and  World  Report  documented  how  both  of  these  programs 
have  enriched  the  ex-Communist  nomenklatura  at  the  expense  of  real  Russians.    What's 
more,  neither  of  these  programs  address  Russia's  real  needs.    Russians  are  not  stan-ing  and 
do  not  need  food  handouts.    Nor  do  they  need  foreign  grain  dumped  in  their  laps,  as  this 
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depresses  profits  for  new  private  farmers.    Quite  franWy,  Mr.  Chairmao,  I  think  wc  all  know 
that  what  Russia  needs  in  this  regard  is  to  destroy  its  coUectivist  agriculture  system. 
Everywhere  this  has  been  done,  including  in  a  massive  country  like  China,  food  problems 
have  been  largely  solved. 

Of  the  SI. 5  billion  pledged  for  Russia  at  Tokyo,  $500  million  was  for  a  "privatization 
fund,"  S160  million  was  for  housing  for  officers  returning  from  occupied  countries,  $250 
million  was  for  energy  and  environmental  projects  and  $300  million  was  for  Ex-Im  and  TDA 
loans  and  guarantees.    All  of  these  ideas  are  questionable,  in  my  view. 

The  housing  program.  I  have  to  say  bluntly,  is  preposterous.   Neither  Yeltsin,  nor 
Kozyrev,  nor  Grachev  has  even  bothered  to  use  the  "housing  shortage"  as  an  excuse  for 
remaining  in  the  Baltics  for  over  a  year,  Mr.  Chairman.   Time  and  again  over  the  last  year, 
Russian  officials  have  directly  linked  their  Baltic  puUout  to  Baltic  citizenship  poUcies.   Thus, 
by  providing  housing  for  these  soldiers,-  we  are  indulging  the  Russians  in  a  charade  that  they 
started,  but  are  no  longer  even  playing.'  And  we  are  providing  them  with  an  excuse  to  linger 
in  the  Baltics  longer  than  necessary,  even  though  they  themselves  don't  even  use  this  excuse. 
We  should  kill  this  program  immediately,  Mr.  Chairman. 

As  for  the  energy  projects  and  the  Ex-Im  loans,  many  of  these  funds  consist  of  loans 
to  the  Russian  energy  sector  for  the  purpose  of  buying  US  equipment.   This  of  course  helps 
US  businesses,  and  I  cenainly  don't  have  a  problem  with  that,  but  where  is  the  Russian 
reform  in  this  proposal?  How  does  this  foster  capitalist  reform  in  Russia?   I  don't  think  it 
does.  Mr.  Chairman.   In  fact,  the  Russian  energy  sector  is  still  largely  state-owned  and 
subject  to  price  controls.    Loans  to  it  only  prop  up  an  archaic  Bolshevik  industry. 

The  privatization  fund  is  also  problematic.    "Privatized"  firms  in  Russia  are  still 
largely  run  by  the  same  bureaucrats  who  ran  them  in  the  Soviet  era.  and  they  remain  on  the 
government  dole,  making  it  difficult  to  distinguish  them  from  state-owned  firms     "Investing" 
in  these  firms  tlurough  the  pri\ati7ation  fund  risks  subsidizing  the  state  corporatizaiion,  rather 
than  the  marketization.  of  Russia.   One  only  need  look  at  Latin  America  to  know  that  state 
corporatism  has  failed  as  miserably  as  sociaJism.   Additionally,  evidence  in  Poland  and 
Estonia  shows  that  it  is  new  stan-ups,  rather  than  privatized  firms,  that  are  driving  economic 
growth  in  both  of  those  relatively  successful  countries.    The  privatization  fund,  it  seems  to 
me,  will  be  betting  on  the  wrong  horse. 

Thus,  few  of  our  aid  funds  are  really  "grass  roots"  or  private  sector  oriented.    Nor 
are  they  likely  to  foster  a  truly  competitive  free-market  Russia.    .\nd  that  is  why  last  year  I 
lobbied  vigorously,  but  unsuccessfully,  to  pare  down  the  Administration's  aid  request  by 
eliminating  many  of  these  questionable  programs  and  concentrating  instead  on  ideas  like 
democratic  and  private  sector  development. 

But  that  was  last  year,  Mr.  Chairman,  and  things  have  changed  in  Russia.   They  have 
changed  for  the  worse.   The  reformers  are  gone.   The  Russian  people  ha\e  spoken  in  the 
December  elections,  and  I  just  don't  know  how  to  read  the  results  other  than  that  they  have 
rejected  real  economic  refonn.   Believe  me,  no  one  could  be  more  disappointed  about  this 
outcome  than  I,  but  it  is  a  fact. 

Today's  Russian  government  has  been  described  by  Boris  Fyodorov  as  a  group  of 
"lifeless,  illiterate,  red  economic  managers."   The  Administration's  able  ambassador  in 
Moscow,  Mr.  Pickering,  rejects  this  description,  but  I  think  that  we  should  believe  Prime 
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Minister  Chernomyrdin  when  he  says  that  the  "period  of  market  romanticism  is  over." 

What  is  more  Mr.  Chairman,  an  analysis  of  the  last  two  years  in  Russia  shows  that 
there  never  was  a  period  of  market  romanticism.    Contrary  to  conventional  wisdom,  shock 
therapy  was  never  implemented  in  Russia.    For  starters,  the  reformers  never  had  full  control 
of  the  economy.    Because  they  did  not  control  parliament  or  the  Central  Bank,  they  were 
only  able  to  implement  a  fraction  of  their  original  program.    Aside  from  price  liberalization, 
a  decree  from  Yeltsin  that  anybody  could  do  business  anywhere,  and  privatization,  there  has 
been  little  to  no  meaningful  reform  in  Russia.    Due  to  the  intransigence  of  the  former 
parliament,  none  of  the  structural,  legal  and  financial  refoims  needed  to  support  a  market 
economy  were  implemented. 

According  to  a  recent  analysis  in  the  Washington  Post,  Russia  still  does  not  have  a 
system  of  laws  governing  contracts  and  securities.    The  new  bankruptcy  law  can't  be 
administered  because  there  are  still  no  judges  appointed  to  administer  them.    The  right  to 
own  land  has  only  recently  been  granted,  and  that  by  a  tenuous  presidential  decree.    There 
are  still  no  proper  stock  and  bond  markets.   There  is  still  not  a  real  private  banking  system. 
There  has  been  no  systemic  agricultural  reform.    It  is  estimated  that  one-third  of  the  Russian 
government's  budget  still  goes  to  prop  up  the  pathetic  collective  and  state-owned  agriculture 
system. 

Even  privatization,  successful  on  paper,  has  been  tainted  by  continuing  subsidies  and 
continuing  cozy  relationships  with  the  government.    Many  of  the  newly  privatized  firms 
remain  under  the  same  management  as  in  the  Soviet  era.    Others  have  been  privatized  to  the 
work  force,  which  impedes  restructuring  and  new  work  rules.    There  have  been  almost  no 
bankruptcies  in  Russia,  despite  estimates  two  years  ago  that  85  %  of  Russian  industry  was 
insolvent. 

On  top  of  all  of  this,  taxes  and  tariffs  remain  at  stiflingly  high  levels  in  Russia.    This 
has  resulted  in  a  dearth  of  foreign  investment,  higher  prices  for  Russian  consumers,  diversion 
of  economic  energies  into  brokering  rather  than  production  and  massive  tax  evasion.    In  a 
recent  report  for  Christian  Science  Monitor,  Yuri  Buida  estimates  that  these  policies  have 
resulted  in  the  mafia  .controlling  70%-80%  of  new  private  businesses,  and  capital  flight  of 
$10  billion  in  1993.    That  last  figure  is  truly  staggering,  Mr.  Chairman.    If  the  Russian 
government  is  chasing  $10  billion  a  year  from  the  country  with  its  anti-business  policies,  we 
are  certainly  spinning  our  wheels  by  dropping  a  few  billion  dollars  into  their  economy. 

My  point  is  that,  even  when  the  reformers  were  nominally  in  power,  few  of  the 
necessary  reforms  were  even  implemented.    Not  surprisingly,  the  result  of  these  haphazard 
and  slow  reform  efforts  is  an  economic  disaster.    Now,  with  the  reformers  out  of  power  and 
some  singularly  unenlightened  Communists  back  in  charge,  the  chances  of  any  systemic 
reform  occurring  are  near  zero.    And  this,  Mr.  Chairman,  means  that  the  chances  of  our  aid 
being  efficacious  are  also  near  zero. 

It  is  also  useful  to  contrast  the  performance  of  Russia  with  those  countries  that  have 
actually  implemented  shock  therapy,  such  as  Estonia,  Albania,  Poland  and  the  Czech 
Republic.    In  each  of  these  countries,  the  governments  have  embarked  on  coherent,  systemic 
reform  programs  and  implemented  them  rapidly  and  vigorously.    And  in  each  of  these 
countries,  inflation  has  been  brought  under  control  and  private  sector  job  growth  has  begun, 
all  with  a  relative  minimum  of  foreign  aid.    Estonia  even  rejected  two  Western  aid  offers  in 
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1993!   If  they  can  do  it,  why  can't  resource-rich  Russia? 

Lastly  regarding  the  economy,  Mr.  Chairman,  we  must  acknowledge  the  fact  that 
Russia  is  -  let's  admit  it  --  massively  corrupt.    We  know  from  our  own  experience  that 
government  benefits  only  trickle  down  to  the  people.   But  in  Russia,  the  entrenched  and 
insatiable  ex-Communist  nomenklatura  ensures  that  even  the  trickle  is  siphoned  off.   It  is 
simply  a  fact  the  our  aid  has  enriched  this  corrupt  apparat,  while  the  Russian  people  have 
wallowed  Ln  misery.   I  don't  think  we  do  them  (or  ourselves,  as  it  breeds  resentment)  a  favor 
by  continuing  this. 

Turning  to  Russian  foreign  policy,  it  has  to  be  admitted,  Mr.  Chairman,  that  this  is 
the  area  where  the  period  of  romanticism  is  truly  over.   Or  at  least  on  the  Russian  side  it  is. 
Russian  policy  has  become  increasingly  aggressive  and  the  rhetoric  of  Russia's  leaders, 
including  reformers  like  Kozyrev,  has  taken  on  an  urunistakenly  nationalistic  tone. 

Russia  has  directly  supported  an-  unelected  Communist  regime  in  Tajikstan,  blatantly 
interfered  in  the  affairs  of  Aierbaijan  and  helped  bring  a  Brezhnev-era  Communist  to  power, 
conspired  to  bring  the  Georgian  government  to  heel,  attempted  to  economically  reabsorb 
Belarus  and  militarily  occupied  a  slice  of  Moldova  and  interfered  in  her  internal  affairs. 

Also,  Mr.  Chairman,  and  this  is  even  more  relevant  because  US  law  makes  Russian 
aid  contingent  on  tliis,  Russia  has  ceased  troop  withdrawals  from  the  Baltics.   Russia  has 
dragged  her  feet  on  this  issue  by  making  totally  unfounded  charges  of  human  rights 
violations  in  the  Baltics,  injecting  new  demands  and  conditions  and  by  making  economic 
threats.   I  welcome  the  fact  that  Russia  and  Latvia  have  just  initialized  an  agreement  on 
complete  withdrawal  by  August  31,  but  given  Russian  duplicity  to  date,  I  don't  think  that  we 
can  be  assured  that  this  issue  is  over  until  it's  over.   Also,  Mr.  Chairman,  let  us  remember 
that  the  international  organizations  have  called  for,  and  Russia  once  agreed  to  the 
unconditional  withdrawal  of  these  troops.   Russia  extracted  concessions  from  Latvia  to  make 
this  deal,  and  we  should  not  allow  this  to  happen  again. 

All  of  these  actions  have  been  accompanied  by  increasingly  strident  and  nationalistic 
rhetoric.   After  Russia  caught  the  Administration  by  surprise  by  unilaterally  sending  forces  to 
Bosnia,  ostensibly  as  peacekeepers,  deputy  foreign  minister  Vitaly  Churkin  remarked  that,  wc 
in  the  West  "should  learn  a  lesson"  that  "Russia  is  a  equal  partner."   Foreign  Minister 
Kozyrev,  who  has  called  the  former  Soviet  Union  the  "near  abroad"  and  requested  that  we 
fund  Russian  operations  there,  remarked  in  January  that  "Russia  will  continue  to  defend  her 
vital  interests,  even  when  it  is  contrary  to  the  West."   Further,  he  stated  that  "Russia  wUl  not 
listen  to  the  West's  lessons  and  lectures." 

Now,  Russia  certainly  has  her  own  legitimate  security  interests,  Mr.  Chairman.    And 
we  don't  have  to  talk  down  to  her  or  lecture  her.   But  what  we  are  talking  about  here  are 
accepted  norms  of  international  behavior.    There  must  be  rules  in  this  regard.   And  Russia,  it 
is  clear  to  me,  is  violating  some  of  these  rules. 

All  of  this  amounts,  or  should  amount,  to  the  end  of  any  ideas  that  Russia  will  be  an 
ally  or  strategic  partner  anytime  soon.   Mr.  Chairman,  Charles  Krauthammer  has  aptly 
described  the  new  Russia  as  a  ri\'al,  and  rivals  should  not  receive  billions  of  dollars  of  our 
aid. 

I  am  fully  aware  of  the  view  that  there  are  elements  in  the  Russian  military  and 
security  apparat  that  are  operating  independently  of  Yeltsin,  and  that  he  and  Koz^'rev  have 
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been  forced  to  change  their  rhetorical  tune  to  play  to  a  domestic  audience.   I  do  not  discount 
this  theory,  Mr.  Chairman,  but  even  if  true,  I  question  its  relevance  to  our  pwlicy.   If  the 
reformers  are  not  strong  enough  to  stop  the  Soviet-style  intrigues  that  are  going  on  in  the 
former  Soviet  Union,  then  they  are  not  really  running  the  country. 

In  light  of  all  of  these  developments,  I  have  introduced  a  bill,  HR  3992,  which  would 
freeze  aid  to  Russia  until  several  conditions  are  met.    Basically,  the  bill  requires  the 
President  to  certify  to  Congress  that  seven  conditions  have  been  met  by  the  Russian 
government. 

Those  conditions  are:  1)  a  clarification  of  the  Ames  spy  case;  2)  assurances  that 
Russia's  intelligence  activities  in  the  US  are  routine  and  non-adversarial;  3)  the  conclusion  of 
agreements  with  Latvia,  Estonia  and  Moldova  on  the  unconditional  withdrawal  of  troops 
from  those  countries  and  progress  toward  their  fulfillment;  4)  evidence  that  Russian  troops  in 
Kaliningrad  are  respecting  the  sovereign  territory  of  Russia's  neighbors;  5)  evidence  that 
Russian  foreign  policy  does  not  attempt  to  subjugate  the  sovereignty  of  the  former  Soviet 
states;  6)  evidence  that  Russian  policy  in  the  former  Yugoslavia  does  not  run  counter  to  US 
interests;  7)  evidence  that  Russia  is  committed  to  free-market  economic  reform. 

HR  3992  would  also  require  that  Congress  receive  a  detailed  accounting  of  the  use  of 
previously  expended  aid,  as  well  as  an  accounting  of  unexpended  aid.  The  bUl  does  provide 
for  exceptions  though,  Mr.  Chairman.  It  exempts  from  the  freeze  humanitarian  aid,  cultural 
and  educational  exchanges,  disarmament-related  items  and  NED  activities. 

Mr.  Chairman,  I  believe  that  we  need  a  new  approach  toward  Russia.    An  approach 
that  recognizes  that  the  true  problems  of  Russia  will  be  solved  in  Russia,  and  not  by 
infusions  of  our  aid.    An  approach  that  takes  into  account  the  reality  that  Russia  is  a  long 
way  from  being  an  ally  of  ours,  even  though  she  is  no  longer  our  enemy.    And  an  approach 
that  takes  into  account  the  security  needs  and  concerns  of  Russia's  neighbors,  especially  to 
her  west.   The  main  responsibility  for  this  of  course  lies  with  the  Administration,  but  we  in 
Congress  can  give  the  process  an  impetus  by  refraining  from  appropriating  any  more  money 
for  Russia,  or  better  yet,  passing  HR  3992. 

I  want  to  sincerely  thank  the  Chairman  and  the  subcommittee  members  for  their 
valuable  time. 
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Notional  Country  Planning  Levels 

FY95  NIS  Assistance  from  Foreign  Operations  Appropriation 

For  planning  purposes  only,  the  levels  of  assistance  to  be 
provided  in  FY95  by  country  are  shown  below.   These  estimates  are 
preliminary,  based  on  our  best  current  judgment  of  local  needs  and 
U.S.  capabilities,  and  are  subject  to  change — some  up,  some  down. 
They  apply  to  foreign  operations  appropriations  only,  not  to 
Nunn-Lugar  or  USDA  food  grant  resources. 

The  overall  objective  of  our  policy,  of  which  bilateral  assistance 
is  one  component,  is  to  forge  a  strategic  alliance  with  NIS  reform 
and  reformers.   Actual  assistance  levels  to  NIS  countries  in  FY95 
will  depend  heavily  on  their  commitments,  demonstrated  in 
practice,  to  economic  and  political  reform.   These  commitments 
have  fluctuated  significantly  within  the  NIS;  this  can  be  expected 
to  continue.   For  example,  in  Ukraine  prospects  for  reform  have 
improved  measurably  over  the  past  six  months.   During  this  period, 
planned  FY94  commitments  of  U.S.  assistance  have  increased  from 
$135  million  to  over  $200  million  in  NIS  assistance  funds  (when 
enterprise  funds  are  included) .   On  the  other  hand,  in  Belarus  the 
commitment  to  reform  has  remained  disappointingly  weak,  and  the 
planned  U.S.  FY94  commitment  has  dropped  from  $17  million  to  $11 
million.   If  hostilities  cease  in  Nagorno-Karabakh,  our  assistance 
programs  in  Armenia  and  Azerbaijan  will  clearly  be  affected.   If 
assistance  is  to  serve  the  policy  of  supporting  reform,  we  must 
maintain  the  flexibility  to  make  these  adjustments.   Publicity  for 
these  estimates  would  seriously  limit  that  flexibility  by 
encouraging  a  sense  of  entitlement  among  recipients. 

FY94  ZX25 

millions  of  dollars/percentages  in  parentheses 
Russia  1627  (66)        371  (42) 

Ukraine* 

Belarus 

Moldova 

Armenia 
Azerbai j  an 
Georgia 

Kazakhstan* 
Kyrgyzstan 
Taj  ikistan 
Turkmenistan 
Uzbekistan 

Regional  funds* 
Total 

•The  regional  funds  include  funds  for  programs  that  cross  country 
boundaries  such  as  the  Eurasia  Foundation,  reform  performance 
fund,  the  Central  Asian  Enterprise  Fund  and  the  West  NIS 
Enterprise  Fund.   Significant  portions  of  the  regional  enterprise 
funds  in  FY94  and  FY95  will  go  to  Kazakhstan  and  Ukraine. 
**FY95  regional  category,  unlike  FY94,  includes  funds  to  be 
transferred  to  other  agencies,  e.g..  Peace  Corps,  OPIC,  TDA,  etc. 
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(7) 

85 

(10) 

11 

(.5) 

5 

(.5) 

19 

(.8) 

23 

(3) 

76 

(3) 

40 

(5) 

12 

(.5) 

10 

(1) 

31 

(1) 

26 

(3) 

96 

(4) 

50 

(6) 

49 

(2) 

25 

(3) 

16 

(.7) 

12, 

.5  (2) 

8 

(.3) 

5, 

.5  (.6) 

23 

^•9)  . 

18 

(2) 

324 

(13) 

204 

(23)** 

2458 

875 
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United  States  Department  of  State 
ITashington.  DC.     20520 


f»  »  »  •  •  r  • 

i^  h.l 


Dear  Mr.  Chaiiman: 

1  appreciated  the  opportunity  to  testify  beiioie  the  House 
Foreign  Affairs  Committee  on   March  24  regarding  the 
Administration's  views  on  the  direction  of  our  assistanc:e 
program  to  Russia  and  tlie  other  New  Independent  State?.  (NTS)  o^ 
the  former  Soviet  Union. 

Because  I  take  very  seriously  the  opinions  and  questions 
yo'i  nn('  members  of  the  HFAC  presented  r-t  that  testiniony,  1  ',  eft 
our  meeting  disquieted.   It  was  clear  we  had  not  .idequateiy 
addressed  or  explained  certain  issues.   In  this  regard,  I  would 
like  to  take  the  opportunity  to  discuss  in  more  detail  the 
issues  of  condi tionality,  expenditure  rates,  crime  and 
corruption,  and  program  phase-down,  which  you  raised  during  the 
hearing . 

As  I  testified,  the  goals  of  our  assistance  program  are  to 
support  the  development  of  democratic  political  systems,  to 
assi.Tt  in  the  transition  to  market-oriented  economies,  and  to 
achieve  substantial  reductions  in  the  former  Soviet  nuclear 
arsenal.   For  our  assistance  to  be  effective  in  achieving  these 
goals,  the  groundwork  for  reform  must  be  laid  by  the  recipient 
governments.  -So,  in  addition  to  considering  a  country's 
overall  eligibility  for  assistance  under  the  criteria  contained 
in  the  FREEDOM  Support  Act,  we  also  look  at  what  kind  of 
assiFJtance  is  appropriate,  based  on  progress  on  politi'.al, 
economic,  and  .security  reforms.   For  example,  technical 
assistance  in  privatization  and  in  the  creation  of  financiol 
and  Ijanking  systems  only  makes  sense  in  an  environment  in  wlrlch 
th>e  host  government  is  pursuing  market-based  reforms  and 
working  to  put  in  place  the  legal,  ta.'c  and  regulatory  framf^work 
to  siippuit  piiviite  •;.i tei  t' I.  i;ie  . 

Because  of  highly  uneven  progress  toward  these  gools  by  the 
NIS  governments,  we  have  not  been  able  to  move  ahead  quicKly 
with  the  implementation  of  assistance  programs  in  all  sector.s 


The  Honorable 

Lee  H .  Hami ] ton , 

Chairman,  Committee  on  Foreign  Affairs, 
House  of  Representatives. 
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and  in  all  countries.   In  Ukraine,  for  example,  we  could  not 
obligate  the  $12  million  we  had  allocated  last  year  for 
privatization  assistance  because  of  the  lack  of  progress  in 
this  area  by  the  Government  of  Ukraine.   This  year,  in 
contrast,  we  hope  to  be  able  to  support  privatization  in 
Ukraine,  providing  the  government  proceeds  with  its  planned 
stages  to  implement  a  significant  privatization  program. 

On  the  U.S.  side,  we  have  been  slowed  by  contractual, 
legal,  and  procedural  requirements,  as  well  as  cumbersome 
procedures  for  making  available  appropriated  funds  and  for 
transferring  funds  between  agencies.   The  combined  result  of 
these  problems  has  been  a  low  expenditure  rate;  as  of  March  31, 
only  13  percent  of  our  FY  1992,  1993  and  1994  funding  had  been 
expended.   Those  of  us  with  day-to-day  responsibility  for  these 
programs  are  working--in  consultation  with  Congress--to 
eliminate  the  procedural  delays  on  our  side.   We  have 
implemented  streamlined  inter-agency  transfer  procedures,  begun 
our  FY  1995  budget  planning  process  earlier,  and  improved 
reporting  mechanisms  which  will  allow  us  to  track  our  programs 
more  effectively  and  accelerate  expenditure  rates. 

As  we  work  to  improve  the  delivery  of  our  assistance 
programs,  we  know  we  must  be  alert  to  the  growing  potential  for 
crime  and  corruption  to  undermine  these  efforts.   Through 
careful  program  monitoring,  and  selection  of  reliable 
implementors  for  our  aid  programs,  we  believe  we  have  in  place 
prudent  steps  to  minimize  the  potential  for  corruption 
affecting  our  assistance  programs.   Moreover,  since  most  of  our 
assistance  is  in  the  form  of  technical  expertise,  rather  than 
cash,  opportunities  for  abuse  are  considerably  reduced.   The 
issue  extends  well  beyond  its  effect  on  our  assistance 
programs,  however.   While  the  problems  of  crime  and  corruption 
in  the  Russian  society  at  large  do  not  lend  themselves  to  quick 
solutions,  I  am  committed  to  giving  this  area  greater  attention 
in  our  councils,  and  we  are  working  to  ensure  that  whatever 
resources  can  be  appropriately  directed  at  this  problem  are 
effectively  employed.   To  monitor  this  effort  and  provide  it 
guidance  and  impetus,  I  have  established  an  inter-agency  task 
force  to  review  legal,  judicial,  independent  media  and 
regulatory  enforcement  programs  that  play  a  role  in  our 
government's  effort  to  work  with  the  Russia  government  to 
combat  the  spread  of  crime. 

Our  FY  95  request  is  the  third  made  under  the  provisions  of 
the  FREEDOM  Support  Act.   We  are  acutely  aware  that  in 
authorizing  this  Act  it  was  Congress"  intention  that  the  NIS 
assistance  program  would  be  limited  in  time  and  help  these 
countries  through  a  difficult  period  of  transition.   We  do  not, 
in  short,  want  assistance  to  become  a  permanent  major  fixture 
of  our  bilateral  relationship  with  Russia  and  the  other  NIS. 
By  the  end  of  the  decade  we  expect  to  make  our  last  funding 


368 


request  for  Russia  and  several  other  NIS  and  we  now  expect  to 
see  our  assistance  staffing  and  programs  in  the  field  winding 
down  in  these  countries  by  that  time. 

Our  budget  request  for  FY  1995  reflects  the  funds  needed  to 
complete  multi-year  commitments,  continue  current  exchange  and 
other  programs,  and  extend  the  coverage  of  existing  programs  as 
appropriate  to  additional  countries.   We  will  submit  soon  a 
breakout  by  country  for  the  $900  million  in  FY  95  funding. 
This  information  will  provide  a  notional  and  tentative 
breakdown  by  country.   I  hope  that  there  will  be  understanding 
for  our  concern  that  these  figures  not  be  viewed  as 
entitlements.   In  light  of  the  pace  of  change  in  the  NIS,  we 
feel  the  Coordinator  of  U.S.  Assistance  must  retain  the 
flexibility  to  be  able  to  shift  resources  in  response  to 
changing  ci  rcura.s  tances  and  priorities  on  the  ground  in  the  NIS. 

I  look  forward  to  discussing  with  you  in  greater  detail  our 
intentions  regarding  the  allocation  of  this  funding  by  program 
and  country.   However,  I  want  to  emphasize  the  importance  of 
maintaining  budgetary  and  programmatic  flexibility  in  order  for 
us  to  be  able  to  respond  to  changing  circumstances  and 
priorities  in  the  NIS. 

I  hope  this  information  clarifies  some  of  the  issues  raised 
during  the  hearing.   I  look  forward  to  a  continued  dialogue 
with  you  and  the  other  members  of  the  Committee. 


With  respect. 


Sincerely, 


James,  F.  Co  1 1  i ns  ^--^^,__ 
-^'Senior  Coordinator    ~ 
Office  of  the  Ambassador-at-Large 
for  the  New  Independent  States 
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QUESTIONS  SUBMITTED  BY 

THE  SUBCOMMITTEE  ON  EUROPE  AND  THE  MIDDLE  EAST 

TO  THE  DEPARTMENT  OF  STATE 

AND  RESPONSES  THERETO 


I.    U.S.  ASSISTANCE  TO  RUSSIA 

QUESTION  1:   A  primary  criticism  of  our  programs  has  been 
that  the  prevailing  method  of  technical  assistance  utilized  by 
AID  —  short-term  visits  by  U.S.  specialists  —  is  among  the 
least  effective  in  terms  of  cost  and  impact. 

Could  you  respond  to  this  criticism. 

What  plans  do  you  have  to  shift  the  technical 
assistance  program  to  one  that  relies  extensively,  if 
not  exclusively,  on  long  term  advisors? 

—    Is  it  accurate  that  AID  contracts  now  require  periods 
no  shorter  than  six-months  in  country? 

Does  this  apply  only  to  specific  areas  —  or  across  the 
board? 

ANSWER  l: 

Our  assistance  programs  provide  the  know-how  for  reformers 
to  restructure  existing  human  and  capital  resources  to  build 
democratic  and  free  market  systems.   U.S.  expertise  in  running 
businesses  and  establishing  the  complex  framework  of  a  democratic 
market  economy  is  the  most  effective  means  to  support  structural 
transformation.   Most  of  our  programs  involve  long-term  resident 
advisors  who  stay  in-country  one  or  more  years,  working  directly 
on  putting  privatization  programs  in  place,  establishing  new 
laws,  policies  or  regulations,  developing  financial  institutions 
and  other  necessary  changes.   Often  this  long-term  presence  is 
supplemented  by  short-term  specialists  who  provide  key  support  of 
a  specialized  nature. 

For  example,  short-term  technical  advisors  essential  to  the 
success  and  impact  of  our  privatization  projects  include 
specialists  such  as  share  agents,  depositories  and  members  of 
custodial  institutions,  land  title  experts,  and  very  specific 
legal  experts  needed  for  a  few  weeks  or  a  few  months,  or  may 
require  a  series  of  visits  rather  than  a  resident  presence. 

A  second  example  of  the  need  to  tailor  the  length  of  "in- 
country"  stays  to  specific  project  needs  is  seen  in  a  recent 
request  received  from  the  Speech  Technology  Center  (STC)  Ltd. 
located  in  St.  Petersburg.   STC  is  requesting  the  services  of  a 
technical  advisor  from  the  International  Executive  Service  Corps 
(lESC)  for  one  month.   STC,  a  small  private  enterprise  which  was 
sponsored  by  early  R&D  efforts  by  the  Russian  Government  in  the 
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field  of  speech  technology,  is  requesting  that  this  technical 
advisor  review  and  evaluate  their  product  line,  advise  them  on 
which  items  have  world-market  potential,  review  their  pricing 
structure,  and  help  them  prioritize  products  for  further 
development.   As  this  request  is  very  focused, .STC,  lESC  and 
USAID  have  agreed  that  the  technical  assistance  requested  will 
not  take  longer  than  one  month  (although  there  will  likely  be  a 
need  for  continued  contact  and  perhaps  a  follow-up  visit) .   These 
are  but  two  examples  which  illustrate  why  short-term  assistance 
may  be  quite  appropriate  and  cost  effective. 

We  already  make  extensive  use  of  long-term  advisors.   The 
length  of  stay  in-country  for  technical  advisors  will  continue  to 
be  determined  by  the  requirements  of  the  activity  on  a  project- 
by-project  basis.   We  believe  that  this  individualized  and 
focused  approach  helps  to  optimize  U.S.  resources  and  impact. 

While  we  do  have  long-term  resident  technical  advisors 
serving  as  key  managers  for  virtually  all  major  activities  for 
the  entire  length  of  the  project,  we  do  not  have  a  blanket 
requirement  for  all  advisors  for  minimum  stays  of  six  months, 
because  there  are   cases  in  which  short-term  needs  can  and  should 
be  met  through  short-term  services . 

QUESTION  2:   The  problems  of  short-term  assistance  programs 
also  affect  U.S.  volunteer  programs  including:  VOCA's  Farmer  to 
Farmer  program,  the  Citizens  Democracy  Corps  and  the 
International  Executive  Services  Corps  (lESC) .   All  of  these 
organizations  send  U.S.  volunteers  to  the  NIS  on  a  short-term 
basis. 

—  What  changes  do  you  plan  to  implement  regarding  these 
specific  programs? 

—  What  is  your  assessment  of  the  activities  of  these 
organizations  to  date  in  the  NIS? 

—  How  useful  has  it  been  in  your  assessment  to  send  U.S. 
volunteers  with  little,  if  any,  knowledge  of  these 
countries  to  the  region  to  provide  technical 
assistance? 

—  On  the  average,  how  long  do  these  individuals  stay  in 
country? 

—  What  type  of  follow-up  is  there  on  their  activities? 

JVNSWER  2: 

At  this  time,  we  are  not  planning  changes  because  follow-up 
interviews  with  clients  indicate  a  high  rate  of  satisfaction  with 
the  services  received  from  the  American  volunteers.   In  many 
instances,  the  volunteer  and  NIS  client  maintain  contact  with 
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each  other  after  the  assignment  has  ended.   The  length  of 
volunteer  assignments  depends  on  the  nature  of  the  task,  the 
length  of  time  the  host  business  or  farm  can  accept  volunteers 
and  the  availability  of  the  volunteers. 

The  short-term  services  of  volunteers  are  most  effective 
when  they  complement  other  longer-term  activities  of  our  program. 
Generally,  they  have  been  well-received  and  are  providing  useful 
services  to  farms  and  businesses.   The  direct  people-to-people 
contact  of  these  programs  demonstrates  the  interest  of  the 
American  people  in  ways  which  larger  government-to-government 
programs  cannot,  and  also  promotes  U.S.  values  such  as  individual 
and  community  responsibility  rather  than  a  reliance  on  government 
to  address  issues. 

Generally,  the  volunteers  represent  a  sophisticated,  well- 
educated  group  of  people  who  have  previous  international  work 
experience,  many  in  developing  countries.   Some  volunteers  are 
already  quite  knowledgeable  regarding  conditions  in  the  NIS,  and 
a  surprising  number  of  them  have  some  local  language  proficiency. 
Regardless  of  the  volunteers'  experience,  all  of  the  programs 
conduct  an  orientation  for  them  prior  to  their  departure  from  the 
United  States  and  upon  arrival  in  the  NIS.   The  orientation 
covers  the  economic,  social,  cultural  and  political  differences 
between  the  United  States  and  the  NIS  as  well  as  specific 
differences  the  volunteers  may  encounter  at  the  business  or  farm 
site.   They  are  also  advised  of  possible  hardships  regarding 
local  or  international  communications,  living  conditions  (food, 
housing,  weather) ,  local  travel  and  crime. 

An  important  aspect  of  all  the  volunteer  programs  is  that 
they  are  "demand  driven,"  meaning  that  the  NIS  client  requests 
assistance  from  an  American  volunteer  to  address  specific  needs 
related  to  the  business  or  farm.   The  type  of  assistance 
requested  determines  the  length  of  assignment,  which  may  range 
from  two  weeks  to  six  months.   The  average  stay  in-country  is  six 
to  eight  weeks,  and  this  period  is  usually  sufficient  to  address 
most  needs.   Assistance  from  a  volunteer  for  longer  than  two 
months  usually  is  not  wanted  for  two  fundamental  reasons: 

(1)  The  volunteer  works  intensely  with  the  top  management 
of  the  NIS  business  or  farm,  requiring  considerable 
focus  and  attention.   This  concentration  is  difficult 
for  managers  to  maintain  for  periods  longer  than  two 
months; 

(2)  The  client  shares  in  the  cost  by  providing  some  form  of 
logistical  support  for  the  volunteers  such  as  housing, 
food  or  interpreter  services  during  his/her  stay. 
(This  is  necessary  to  ensure  that  the  client  is 
participating  in  the  process  and  is  committed  to 
improving  their  business) .   The  costs  of  providing  such 
support  for  periods  longer  than  two  months  can  exceed 
what  the  client  can  afford. 
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Most  of  the  programs  provide  for  follow-ups  inunediately 
following  the  volunteer  assignment  and  at  three  and  six  month 
intervals.   The  follow-ups  seek  to  determine  the  success  of  the 
assignment  and  whether  additional  volunteer  services,  frequently 
from  the  original  volunteer. 

QUESTION  3:   The  U.S.  has  now  sent  342  Peace  Corps 
volunteers  to  the  NIS  including  Russia.   Despite  some  start-up 
problems,  we  have  heard  positive  reports  of  Peace  Corps 
activities  in  the  NIS.   Unlike  other  technical  assistance 
efforts,  the  Peace  Corps  involved  a  two  year  commitment. 

—  Do  we  have  plans  to  enlarge  this  program? 

—  Are  there  any  plans  to  focus  on  older,  more  specialized 
volunteers  who  have  more  experience  to  share? 

ANSWER  3: 

The  Peace  Corps  will  receive  $12.5  million  in  FY  1994  to  put 
an  additional  320  volunteers,  including  75  in  Russia,  in  8  NIS 
countries  thereby  bringing  the  total  number  of  volunteers  in  the 
NIS  to  636. 

Peace  Corps  volunteers  in  the  NIS  are  generally  older,  more 
experienced  volunteers  who  have  a  professional  background  in 
areas  related  to  small  business  development,  including  general 
business  management,  agribusiness,  banking  and  public 
administration.   In  addition  to  the  focus  on  small  business,  the 
Peace  Corps  is  also  recruiting  volunteers  to  carry  out  English 
language  education  programs,  including  former  school  teachers  and 
administrators . 


QUESTION  4:   Prior  to  the  December  elections  in  Russia, 
Democratic  Pluralism  programs  in  that  country  focused  on  election 
related  activities.   What  changes  do  you  plan  to  make  in  the 
aftermath  of  the  elections  to  the  activities  you  fund  under  this 
program  in  Russia. 

Is  it  accurate  that  the  Russian  Government  —  and  pro- 
reform  parties  specifically  —  was  not  interested  in 
receiving  democratization  assistance  prior  to  the 
election,  but  that  it  has  now  indicated  an  interest  in 
these  programs? 

—    Is  AID  planning  to  shift  to  more  grassroots  civic 
activities  in  the  aftermath  of  the  elections? 

Would  it  be  fair  to  say  you  want  to  move  now  to  a 
"bottom  up"  approach  to  democratization? 

ANSWER  4: 
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Prior  to  the  December  12  elections,  the  U.S.  government 
carried  out  a  number  of  initiatives  which  supported  democratic 
reform  in  Russia.   These  programs  encouraged  political  party 
building  and  the  conduct  of  fair  and  free  elections;  legal  reform 
and  rule  of  law;  democratic  governance  at  the  local,  regional  and 
national  levels;  independent  media;  and  development  of  the  non- 
governmental sector. 

While  the  Russian  government  has  always  expressed  interest 
in  democratization  assistance,  their  requests  for  these 
activities  has  increased  since  the  elections,  particularly  in  the 
areas  of  legal  reform,  local  government  and  federalism. 

We  plan  to  intensify  our  efforts  in  democracy  building  and 
will  allocate  about  $50  million  in  FY  1994  for  these  activities. 
Assistance  will  be  carried  out  increasingly  at  the  regional  and 
grassroots  levels.   Major  programs  include: 

•  the  rule  of  law  initiative  which  provides  assistance  in 
drafting  the  new  civil  code  and  other  legislation  in 
the  re-introduction  of  trial-by-jury  and  other  criminal 
justice  reforms  and  in  judicial  training; 

•  cooperation  with  the  Russian  Parliament  which  includes 
exchanges  between  members  and  staff  of  the  Parliament 
and  counterparts  in  the  U.S.  Congress;  internships  for 
parliamentary  staff  in  the  U.S.;  and  programs  to  foster 
the  institutional  development  of  the  parliament  such  as 
those  provided  by  the  Congressional  Research  Service; 

•  municipalities  project  which  promotes  the  development 
of  fiscal  federalism; 

•  federalism  initiative  which  links  representatives  of 
regions  in  Russia  with  counterparts  from  states  in  the 
U.S. ;  and 

•  non-governmental  sector  initiative  which  supports  the 
development  of  non-governmental  organizations  through 
assistance  in  creating  the  legal  framework  for  the 
existence  of  NGOs,  fostering  the  public  awareness  of 
their  role  in  a  civil  society,  training  NGO  leaders  and 
linking  Russian  NGOs  with  U.S.  counterparts. 

QUESTION  5:   The  officer  resettlement  program  is  one  area 
the  U.S.  is  providing  visible,  material  assistance:  450  units  are 
currently  being  built  under  a  pilot  program  with  5,000  more 
planned  at  a  cost  of  $160  million.   About  half  of  all  units  are 
intended  for  military  officers  returning  from  the  Baltic 
countries. 

What  is  the  status  of  this  program? 
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How  much  of  the  $6  million  set  aside  for  this  program 
has  now  been  expended? 

Has  construction  begun  yet  on  the  450  units? 

When  will  the  450  "pilot"  units  be  completed? 

At  the  time  this  program  was  announced  by  President 
Clinton  last  April,  the  goal  was  to  complete  these 
units  by  April  1994. 

What  has  been  the  delay? 

Do  we  still  plan  to  proceed  with  5000  more  units  given 
the  delays  you  have  experienced  with  this  pilot 
program? 

ANSWER  5: 

Work  is  proceeding  well  on  the  pilot  program.   Two 
additional  sites  in  Volgograd  have  been  added  to  ensure  the 
provision  of  the  450  units  promised  at  Vancouver.   Of  the  units 
now  contracted  for  construction,  70%  are  on  or  ahead  of  schedule 
for  delivery  in  August  1994.   The  remaining  units  will  be 
completed  by  December  1994.   Up  to  100  of  the  total  number  of 
units  will  be  obtained  through  a  housing  voucher  program  being 
implemented  in  Pskov  and  Novgorod.   All  units  will  be  assigned  to 
officers  returning  from  the  Baltics  or  elsewhere  outside  of 
Russia.   Some  are  returning  directly  from  these  areas  while 
others  returned  earlier  than  April  1993  and  are  currently  on  the 
municipality's  waiting  list.   The  beneficiary  selection  process 
is  proceeding  smoothly  with  the  Northwest  Defense  Command 
coordinating  with  local  administrations  at  project  sites.   As 
beneficiary  selection  draws  to  a  conclusion,  the  employment 
retraining  contractor,  ICMC,  is  finalizing  preparations  to 
commence  the  training  program. 

The  entire  $6  million  for  this  program  has  been  obligated 
into  contracts  with  Russian  builders  and  a  U.S.  firm  for 
construction  management.   By  August,  approximately  70%  of  the 
funds  should  be  expended. 

Current  estimates  indicate  that  at  least  70%  (312  units) 
will  be  completed  on  time,  i.e.  by  August  1994,  with  the 
remaining  units  completed  by  December  1994. 

The  announcement  from  the  Vancouver  Summit  promised  the 
provision  of  450  units  for  demobilized  officers  within  12-16 
months  after  the  April  Summit.   We  expect  that  the  majority,  if 
not  all,  of  the  committed  450  units  will  be  delivered  within  16 
months  of  the  President's  agreement,  i.e.  August  1994.   We 
believe  that  it  is  possible  to  meet  the  intent  of  the  program 
commitment,  despite  the  continuing  unpredictable  economic  and 
political  environment  and  rising  costs/exchange  rate  instability 
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which  have  resulted  in  serious  financial  stress  on  all 
construction  contractors  under  this  program  and  the  subsequent 
need  to  recontract  some  units. 

In  January,  USAID  approved  a  program  based  upon  an  agreement 
at  the  July  1993  G-7  Heads  of  State  meeting  in  Tokyo  to  provide 
5,000  additional  housing  units.   The  program  will  be  implemented 
within  a  more  generous  time  frame  than  was  possible  under  the 
pilot  program  (i.e.  24  months  from  start  of  construction)  and 
will  incorporate  important  lessons  learned  from  the  pilot 
program. 

New  program  design  elements  include  the  following: 

(1)  more  extensive  design  and  contractor  selection  phases, 
incorporating  the  normal  USAID  contracting  process  for 
construction  management  and  design/build  services; 

(2)  a  higher  allowable  per  unit  cost  to  address  inflation 
and  exchange  rate  instability; 

(3)  assistance  in  reaching  agreement  on  local  issues  such 
as  site  selection  from  the  Government  of  Russia  through 
an  Interministerial  Committee  co-chaired  by  the  State 
Committee  on  Architecture  and  Housing  (Gosstroi)  and 
the  Ministry  of  Defense;  and 

(4)  a  U.S.  construction  management  contractor  who  will 
provide  construction  management  services  and 
subcontract  directly  with  design/build  firms. 

QUESTION  6:  The  Senate  Foreign  Relations  staff  report  notes 
that  in  three  of  the  intended  sites  for  officer  resettlement,  the 
experience  has  not  been  positive.   Specifically,  they  claim  that: 

•  local  authorities  have  claimed  a  portion  of  the 
units  for  their  own  use;  and 

•  local  governments  have  failed  to  deliver  on 
promised  in-kind  land  and  infrastructure  including 
electricity,  heating  and  services. 

Your  Freedom  Support  Act  Report  acknowledges  problems  in 
getting  municipalities  to  provide  infrastructure  for  newcomers 
resettling  from  outside  and,  in  increases  in  the  costs  of 
construction  and  infrastructure  —  which  have  apparently  doubled. 

How  do  you  plan  to  address  these  problems? 

Is  it  accurate  that  three  of  the  five  sites  you  have 
chosen  for  this  project  are  going  well,  but  that  you 
continue  to  have  problems  in  Novosibirsk  and  Tula? 
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Do  you  plan  to  terminate  the  program  in  these  two 
cities? 

ANSWER  6; 

All  450  units  provided  under  this  program  will  go  to 
demobilized  military  officers  from  the  Baltics  or  elsewhere 
outside  of  Russia.   We  did  have  some  initial  problems  with 
contractor  performance  and  with  cooperation  of  local  authorities. 
One  local  government,  for  a  number  of  reasons,  decided  not  to 
honor  the  Memorandum  of  Understanding  (MOU)  signed  by  the 
previous  local  administration.   The  construction  contract  was 
subsequently  terminated  by  USAID.   All  other  construction  sites 
have  had  the  full  support  of  the  local  municipality  and  Oblast 
government  authorities.   Russian  government  support  has  extended 
to  providing  additional  funds  to  cover  increased  construction 
costs  above  and  beyond  the  contribution  of  land  and  necessary 
infrastructure. 

Problems  relating  to  quality  of  workmanship  and  financial 
difficulties  on  the  part  of  the  contractor  in  Tula  have  been 
resolved.   The  poor  workmanship  has  been  replaced  and  the  Oblast 
has  provided  bridge  financing  to  the  contractor.   The  project  in 
Novosibirsk  has  been  terminated.   The  units  lost  through  this 
termination  have  been  recontracted  by  increasing  the  number  of 
units  being  provided  at  other  successful  project  sites.   The 
majority  of  these  are  projected  to  be  delivered  on  or  ahead  of 
contract  schedule,  i.e.  August  1994.   We  do  not  expect  to 
terminate  any  of  the  remaining  projects. 

QUESTION  7:   The  Russian-American  Enterprise  Fund  was 
established  on  September  28,  1993  and  opened  for  business  in 
January  1994.   The  Fund  began  with  an  initial  endowment  of  $20 
million  and  is  to  be  capitalized  at  $340  million  over  the  next 
few  years. 

What  is  the  primary  mission  of  the  Russian-American 
Enterprise  Fund? 

Is  the  plan  like  the  enterprise  funds  in  Eastern  Europe 
to  target  small  and  medium-sized  businesses  that  have 
already  been  privatized? 

According  to  the  figures  the  Committee  has,  $53  million 
has  already  been  expended  by  the  Fund. 

Is  that  accurate? 

What  types  of  loans  has  the  Fund  made  thus  far? 

—   Have  the  funds  been  able  to  target  promising 
businesses? 
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Does  the  fund  still  plan  to  hire  a  high  percentage  of 
local  staff  as  initially  indicated? 

What  special  obstacles  will  the  Russian-American 
Enterprise  fund  face,  that  the  Eastern  European 
Enterprise  Funds  did  not  face,  given  the  legal  and 
financial  environment  in  Russia  today? 

—   How  confident  are  you  that  the  Fund  can  effectively 
operate  in  the  volatile  and  uncertain  economic  and 
political  environment  in  Russia? 

ANSWER  7: 

The  Russian-American  Enterprise  Fund  (RAEF)  is  designed  to 
help  develop  the  emerging  Russian  private  sector  by  seeking  both 
to  spark  private  sector  investment,  foreign  and  domestic,  and  to 
enhance  overall  business  development.   By  providing  a  source  of 
capital  in  the  form  of  eguity,  loans  and,  in  certain  instances, 
technical  assistance,  the  RAEF  will  demonstrate  to  other 
potential  investors  that  private  sector  investment  can  be 
undertaken  profitably  in  the  Russian  Federation.   The  principal 
role  for  the  RAEF  is  to  provide  risk  capital  in  an  environment 
where  the  Russian  banking  sector  and  financial  markets  are  still 
struggling  to  develop.   In  general,  enterprise  funds  like  the 
RAEF  are  particularly  suited  to  countries  where  potential  for 
investment  appears  favorable,  but  where  capital  and  management 
skills  are  limited  and  where  the  financial  system  is  weak  or 
underdeveloped.   Conseguently,  the  RAEF's  mission  is  to  address 
one  of  the  key  problems  facing  the  Russian  economy  —  the  dire 
shortage  of  capital  and  weak  financial  institutions  needed  to 
finance  private  sector  transactions  for  new  businesses. 

Like  the  enterprise  funds  in  Europe,  the  RAEF  will  target 
small  and  medium-sized  businesses  (i.e.  up  to  2,500  employees  in 
the  Russian  context)  that  are  privatized  or  are  privatizing. 
This  means  that  the  RAEF  may  invest  in  a  small  or  medium-sized 
enterprise  that  is  at  least  50%  owned  by  private  sector  parties 
(including  the  RAEF) .   By  targeting  smaller-sized  businesses 
through,  for  example,  a  lending  windows  program,  the  RAEF  will 
also  be  assisting  an  important  sector  that  the  European  Bank  for 
Reconstruction  and  Development,  the  International  Financial 
Corporation,  and  private  investment  banks  do  not  normally  serve. 

This  figure  is  not  accurate.   The  RAEF  has  spent 
approximately  $2.1  million  dollars  to  date,  the  majority  of  which 
has  been  used  for  a  two-year  advance  payment  for  office  space  in 
Moscow,  which  is  consistent  with  standard  market  practices. 

The  RAEF  has  not  made  an  investment  to  date  but  is  now 
actively  reviewing  investment  proposals.   The  RAEF  has  a  number 
of  equity  proposals  under  active  consideration  and  is  also 
working  to  establish  a  micro  and  small-enterprise  lending 
program.   It  expects  to  have  made  significant  progress  in  both 
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its  equity  and  its  loan  programs  by  mid-year. 

The  RAEF  has  been  encouraged  with  the  types  of  businesses 
that  are  seeking  support  and  investment.   Since  it  began 
operations,  it  has  been  working  to  develop  contacts  and  networks 
in  the  Russian  business  community  and  reports  that  it  is 
reasonably  optimistic  that  these  efforts  will  begin  to  show 
results  as  its  investment  program  develops. 

The  Fund  has  stated  that  it  expects  that  at  least  50%  of  its 
staff  in  its  Russian  offices  will  be  Russian  nationals,  which 
includes  professional  level  positions. 

The  RAEF  faces  several  special  obstacles  that  are  different 
or  more  severe  than  obstacles  faced  by  the  East  European 
Enterprise  Funds.   Many  of  these  obstacles  relate  to  the  size  of 
the  Russian  Federation  and  the  related  transportation  and 
communication  requirements  involved.   These  obstacles  are  likely 
to  be  felt  even  more  acutely  as  the  RAEF  establishes  its  office 
in  the  Russian  Far  East  later  this  year.   In  addition,  the 
Russian  economy  historically  has  been  more  insulated  than  that  of 
Poland  or  Hungary,  both  of  which  have  had  more  experience  with  a 
market  economy  and  arguably  have  had  a  firmer  core  from  which  to 
develop  a  viable  private  sector.   This  is  likely  to  mean  that  the 
RAEF  will  spend  more  money  and  time  in  conducting  due  diligence 
on  potential  investment  opportunities.   Finally,  the  RAEF  faces 
far  greater  obstacles  in  terms  of  security  than  any  of  the  East 
European  funds  have  had  to  face.   All  of  these  factors  appear  to 
pose  greater  obstacles  to  the  RAEF  as  it  begins  its  operations. 

The  RAEF  faces  enormous  challenges  in  Russia  yet  it  has  said 
that  it  is  encouraged  about  its  prospects  for  helping  to  develop 
the  Russian  private  sector.   Consequently,  we  are  optimistic  that 
the  RAEF  ultimately  will  be  able  to  operate  effectively  in  this 
difficult  environment  if  it  moves  carefully  and  determinedly  as 
it  commences  its  operations. 

QUESTION  8:   What  is  the  U.S.  role  in  the  Fund  for  Large 
Enterprises  in  Russia? 

—   Why  is  there  a  need  for  a  separate  fund  to  address 
large  and  medium  enterprises  of  1000  to  10,000 
employees? 

How  many  businesses  of  this  size  have  been  privatized 
to  date  in  Russia? 

Is  it  accurate  that  this  Fund  has  a  separate  Board  of 
Directors  from  the  Russian-American  Enterprise  Fund  and 
that  Michael  Blumenthal  will  head  this  Board? 

What  is  the  status  of  the  FLER? 
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When  will  this  Fund  be  up  and  running? 

What  will  this  Fund  be  capitalized  at  and  over  what 
period  of  time? 


ANSWER  8: 


The  Fund  for  Large  Enterprises  in  Russia  (FLER)  is  the 
principal  component  of  the  U.S.  contribution  to  the  Special 
Privatization  and  Restructuring  Program  ("SPRP") ,  which 
originated  at  the  Tokyo  G-7  meetings  in  July  1993.   The  FLER  will 
be  capitalized  by  a  USAID  grant  of  $100  million.   The  FLER's 
relationship  with  the  U.S.  government  is  being  managed  by  USAID 
and  will  be  coordinated  by  the  State  Department's  Office  of  the 
Coordinator  of  U.S.  Assistance  to  the  New  Independent  States. 
The  Treasury  Department  will  provide  policy  leadership  on  FLER- 
related  matters,  particularly  on  issues  involving  the 
international  lending  institutions  and  the  other  G-7  members. 

Together  with  USAID,  the  Overseas  Private  Investment 
Corporation  (OPIC)  is  a  co-sponsor  of  the  FLER.   In  that  role, 
OPIC  has  agreed  to  work  closely  with  the  FLER  to  develop 
investment  transactions  which  qualify  for  OPIC-supported 
financing  from  private  sector  sources.   The  FLER  may  also  be 
endowed  with  some  additional  capital  via  export  credits  provided 
by  EXIM  Bank. 

As  part  of  the  Tokyo  G-7  Summit's  SPRP,  the  FLER  has  two 
aspects  that  differentiate  it  from  the  Russian-American 
Enterprise  Fund  (RAEF)  and  that  makes  it  an  integral  part  of  our 
assistance  program  to  Russia.   One,  the  FLER  will  focus  on 
businesses  that  emerge  from  the  mass  privatization  program 
underway  in  Russia  and  will  provide  funding  for  entities  to 
sustain  and  develop  themselves  once  they  have  been  restructured. 
In  contrast,  the  RAEF  is  targeting  smaller  businesses  and  has 
greater  ability  to  provide  capital  and  technical  assistance  to 
start  up  businesses  than  the  FLER.   The  FLER  and  the  RAEF  are  now 
working  closely  together  in  the  U.S.  and  Russia  to  coordinate  and 
avoid  duplication  of  their  efforts. 

To  date,  more  than  10,000  businesses  of  this  size  have  been 
privatized.   An  estimated  1,000  more  such  businesses  are  being 
privatized  each  week. 

During  his  visit  to  Russia  early  this  year.  President 
Clinton  named  W.  Michael  Blumenthal  as  the  Chairman  of  the  FLER, 
together  with  Austin  Beutner,  who  has  been  named  as  the  FLER's 
President  and  Chief  Executive  Officer.   The  other  FLER  Board 
Members  are:  Wilber  Ross,  Patricia  Cloherty,  Bob  Cizik  and  J. 
Bruce  Llewellyn. 

The  FLER  was  established  and  funded  by  an  initial  USAID 
grant  on  March  9,  1994.   It  is  co-located  in  New  York  with  the 
Russian-American  Enterprise  Fund  and  is  likely  to  share  space  and 
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some  staff  with  the  RAEF  in  Moscow.   The  FLER  named  Austin 
Beutner,  formerly  of  the  Blackstone  Group  of  New  York,  as 
President  and  Chief  Executive  Officer.   The  FLER  is  presently 
actively  hiring  staff  and  establishing  its  offices.   It  expects 
to  be  making  investments  later  this  year,  perhaps  by  early  fall. 

The  FLER  will  be  capitalized  by  $100  million  of  USAID  grant 
funds  in  FY  1994.   The  FLER  may  also  be  endowed  with  additional 
capital  through  OPIC,  which  will  work  closely  with  the  FLER  to 
develop  investment  transactions  which  qualify  for  OPIC-supported 
financing  from  private  sector  sources.   Additionally,  the  FLER  is 
exploring  the  possible  use  of  export  credits  provided  by  EXIM 
Bank  in  support  of  the  FLER's  investment  bank. 

QUESTION  9:   The  Eurasia  Foundation,  a  privately  managed 
grantmaking  organization,  began  operating  in  the  former  Soviet 
Union  in  April  1993.   AID  has  now  obligated  $8  million  to  the 
Foundation  and  it  has  expended  $4.4  million  to  date  in  the  former 
Soviet  Union. 

My  question  is:  What  sets  the  Eurasia  Foundation  apart 
from  the  three  regional  Enterprise  Funds  up  and  running 
or  planned  for  the  former  Soviet  Union? 

What  is  its  unique  capabilities? 

On  what  types  of  loans  and  activities  will  it  focus? 

Why  is  there  a  need  for  yet  another  Fund  type  of 
activity  to  be  supported  with  U.S.  taxpayers  money? 

ANSWER  9: 

The  Eurasia  Foundation  is  a  grantmaking  organization  that 
supports  technical  assistance,  training,  educational  activities 
and  policy  programs  in  the  NIS  that  cover  a  range  of  activities 
in  economic  and  democratic  reform.   Grants  are  made  primarily  to 
not-for-profit  organizations  that  have  demonstrated  a  unique 
capability  to  provide  assistance  in  the  reform  process.   In 
contrast,  the  Enterprise  Funds  are  financial  instruments, 
providing  venture  capital  or  investment  funds,  that  identify 
promising  commercial  businesses  in  Russia  and  make  loans  and/or 
equity  investments,  and  provide  limited  technical  assistance  with 
the  objective  of  strengthening  NIS  businesses  and  integrating 
them  into  the  Western  market  economy. 

The  Eurasia  Foundation's  unique  capabilities  lie  in  its 
ability,  as  a  private  organization,  to  award  small  grants.   It  is 
able  to  efficiently  review  thousands  of  grant  proposals,  quickly 
make  selections,  and  allocate  funding  within  weeks  of  reviewing 
the  proposals.   Of  grants  accepted,  85%  are  awarded  within  30 
days  with  the  average  sized  grant  being  $51,000.   USAID  has  the 
authority  to  make  grants  but  it  cannot  duplicate  Eurasia's 
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efficiency  or  cost-effectiveness  in  reviewing  and  awarding  a 
large  number  of  small-sized  grants. 

Eurasia  Foundation  grants  are  awarded  for  technical 
assistance,  training,  educational  activities  and  policy  research 
not  only  to  American  organizations  with  partners  in  the  NIS  but 
also  directly  to  NIS  organizations.   The  criteria  for  grantmaking 
include  the  following:  supporting  NIS  private  sector  development 
and/or  democratic  institution  building;  producing  a  significant 
and  sustained  effect  on  the  ground  in  the  NIS;  and  representing  a 
genuine  transfer,  adaption  or  creation  of  skills  in  the  NIS. 

The  Eurasia  Foundation  is  a  specialized,  small  grantmaking 
organization  that  supports  private  sector  development  and  public 
administration  reform  in  the  NIS.   The  Eurasia  Foundation  is  not 
an  Enterprise  Fund.   It  is  unique  and  does  not  duplicate  any 
other  type  of  assistance  being  provided  with  U.S.  taxpayer's 
money.   Its  program  complements  and  strengthens  initiatives 
directly  funded  by  USAID. 

QUESTION  10:   What  has  the  $4.4  million  expended  to  date  by 
the  Eurasia  Foundation  been  spent  on? 

What  is  the  overhead  costs  of  the  Foundation? 

What  is  the  size  of  its  staff? 

—   How  many  people  are  in  Washington? 

How  many  are  in  country  in  the  NIS? 

What  is  the  total  amount  of  funding  that  AID  plans  to 
provide  to  the  Eurasia  Foundation? 

ANSWER  10: 

To  date,  the  Foundation  has  spent  $5.6  million  primarily  on 
over  100  grants  at  an  average  of  $51,000  per  grant  to  numerous 
groups  and  organizations  that  provide  unique  opportunities  to 
assist  in  political  and  economic  reform  in  the  NIS.   The  Eurasia 
Foundation's  ratio  of  operating  expenses  to  grants  (a  variation 
of  commercial  overhead)  was  24%  of  the  Foundation's  actual  FY  93 
budget.   This  was  lower  than  the  28%  assumed  in  the  FY  93  budget 
when  it  was  originally  devised  and  includes  start-up  costs  for 
offices  in  Washington,  Moscow  and  Kiev.   Operating  expenses  for 
FY  1994  and  beyond  are  planned  to  be  at  15%  of  each  fiscal  year 
budget . 

QUESTION  11:   In  FY  1994,  $30  million  was  spent  on  short- 
term  high  school  level  exchanges  with  Russia  and  the  NIS. 

How  effective  can  such  high  school  level  exchanges  be? 


382 


Isn't  $30  million  a  lot  of  money  to  spend  on  such 
exchanges? 

Wouldn't  U.S.  money  for  exchanges  be  better  spent  on 
more  targeted  exchanges  with  professionals  and 
specialists  that  are  actually  trying  to  carry-out  the 
difficult  transformation  in  the  countries  of  the  former 
Soviet  Union? 

—    I  understand  that  many  of  these  programs  have  been 

Congressionally  mandated.   But,  setting  that  aside  for 
a  moment,  if  you  could  develop  your  own  exchange 
program  for  the  NIS,  how  would  it  differ  from  the 
existing  programs? 

ANSWER  11: 

In  FY-94,  $30  million  was  spent  on  short-term  school  level 
exchanges  with  Russia  and  the  NIS. 

The  secondary  school  initiative  has  proven  to  be  one  of  the 
most  successful  exchange  programs  carried  out  by  the  USG . 
FY-93  funds  allowed  5000  individuals  from  the  NIS  the 
opportunity  to  study  in  the  U.S.,  stay  in  American  homes  and 
experience  American  values.   More  than  that  number  will  come  to 
the  U.S.  in  FY-94,  many  (1500)  for  year-long  programs  in  U.S. 
high  schools. 

Russian  officials  have  indicated  that  the  initiative  is  one 
of  the  most  visible  signs  of  U.S.  assistance  for  the  average 
Russian.   The  program  is  advertised  throughout  the  NIS  and 
selection  is  based  on  open,  merit-based  competitions.   For  many 
young  citizens  of  the  NIS,  application  for  the  program  is  their 
first  experience  with  democracy. 
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Further,  by  bringing  high  school  students  to  the  U.S.  for 
substantive  programs,  we  can  influence  the  next  generation  of 
leaders  and  specialists.   These  young  people  study  English  and 
disciplines  not  often  taught  in  the  NIS,  make  life-long 
contacts,  and  gain  an  understanding  of  democracy  not  available 
in  textbooks. 

Our  exchange  initiative  also  includes  professionals  and 
specialists  involved  in  Russia's  transition  to  a  democratic  and 
free  market.   The  FY-94  program  will  bring  over  an  appropriate 
mix  of  over  20,000  government  officials,  parliamentarians, 
professionals,  entrepreneurs,  and  students.   Through  these 
exchanges,  we  are  able  to  target  every  sector  of  the  U.S. 
assistance  program. 


QUESTION  12:   The  State  Department  is  supposed  to  play  the 
primary  coordinating  role  on  NIS  aid.   But,  the  NIS  assistance 
program  involves  more  than  ten  different  agencies,  some  with 
overlapping  jurisdiction.   For  example,  both  AID  and  USIA  conduct 
exchanges,  training  and  media  programs,  including  business  and 
local  government  exchange  programs. 

What  steps  are  being  taken  in  the  Administration  to 
eliminate  wasteful  duplication  of  programs  by 
government  agencies? 

At  what  step  in  the  process  is  it  feasible  that  this 
delineation  take  place:  at  the  program  design  stage? 
When? 

ANSWER  12: 

The  Coordinator  of  U.S.  Assistance  to  the  NIS  ensures  that 
assistance  programs  of  one  agency  do  not  overlap  or  duplicate 
those  of  another.   The  Coordinator  holds  interagency  meetings  at 
which  programs  are  discussed  and  described,  overlaps  identified 
and  conflicts  resolved.   In  addition,  the  Coordinator's  office 
chairs  a  series  of  interagency  project-specific  meetings  that  go 
into  more  detail  on  the  operation  and  implementation  of  the 
assistance  projects.   This  delineation  of  responsibilities  takes 
place  at  each  stage  of  the  project  design  and  implementation. 
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QUESTION  13:   Foreign  aid  professionals  and  PVO 
representatives  as  well  as  contractors  have  complained  that  too 
much  decisionmaking  on  U.S.  assistance  issues  with  the  NIS 
continue  to  be  entered  in  Washington. 

How  many  officials  are  now  employed  at  the  four  U.S. 
AID  field  missions  in  Moscow,  Kiev,  Al-Maty  and 
Yeveran? 

—   How  much  independence  do  they  have  in  decisionmaking  on 
project  design  issues  and  over  project  implementation? 

What  kind  of  input  do  AID  field  missions  have? 

To  what  extend  are  AID  programs  "supply-side  driven," 
i.e.  dictated  by  resources,  and  to  what  extent  are  they 
being  driven  by  the  needs  of  the  host  country? 

Are  there  plans  to  expand  the  number  of  AID  missions 
and  personnel  in  the  NIS? 

ANSWER  13: 

AID  employs  260  people  in  the  field  —  39  U.S.  direct  hires, 
44  professional  service  contractors  and  177  foreign  service 
nationals.   The  AID  missions  have  direct  input  into  project 
design  and  implementation.   On  a  case-by-case  basis, 
responsibility  for  project  implementation  is  delegated  to  AID 
missions.   The  AID  programs  in  the  NIS  are  driven  by  the  needs  of 
host  governments,  our  strategy  for  achieving  U.S.  objectives  in 
the  region  and  by  U.S.  comparative  advantage.   For  example,  the 
United  States  has  long  experience  in  the  operations  of  a  market 
economy  and  a  democratic  form  of  government;  we  provide  technical 
assistance  in  these  two  areas  of  U.S.  comparative  advantage. 

AID  has  reguested  an  increase  in  field  staffing  to  352  —  61 
U.S.  direct  hires  49  PSCs  and  242  FSNs.   These  requests  have  not 
yet  been  approved.   The  capacity  of  embassies  to  support 
increased  staffing,  the  assistance  strategy  for  each  country, 
resource  availability  and  our  intent  to  avoid  establishing 
assistance  as  a  permanent  feature  of  our  relations  will  be 
considered. 


QUESTION  14:   As  with  SEED  and  other  U.S.  assistance 
projects,  a  tension  exists  between  a  NIS-wide  and  a  country- 
specific  focus: 

•  The  regional  approach  has  the  benefit  of  not 
raising  entitlement  expectations  among  individual 
countries; 

•  On  the  other  hand,  it  complicated  the  ability  to 
tailor  programs  to  needs  and  for  AID  officials  in 
specific  countries  to  plan  what  kind  of  budget 
they  will  have  to  work  with. 
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Does  the  Administration's  current  focus  continue  to  be 
primarily  regionally,  i.e.  to  design  NIS-wide  programs 
within  general  categories  of  assistance? 

Like  SEED  funds,  60%  of  which  are  now  targeted  on  a 
country-by-country  basis,  do  you  envisage  a  trend  to 

more  country-specific  programming  in  NIS  assistance? 

Given  the  wide  differences  between  the  needs  and 
positions  of  the  NIS  states,  how  useful  can  an  NIS-wide 
approach  be  in  the  long  term? 


ANSWER  14; 


Our  program  does  have  a  series  of  regional  projects  that  can 
be  applied  several  or  all  of  the  NIS.   The  AID  missions  and  the 
embassies  have  direct  input  into  the  design  and  implementation  of 
these  programs.   For  some  of  the  NIS,  we  would  expect  to  see  an 
increase  in  the  number  of  country-specific  projects.   For  Russia 
and  the  other  NIS  with  vast  human  and  natural  resources,  however, 
we  will  not  be  providing  assistance  past  the  end  of  the  decade. 
We  see  the  assistance  programs  for  these  countries  as  support  for 
the  reorientation  of  their  significant  resources;  assistance  is 
not  to  be  seen  as  a  long-term  component  of  our  bilateral 
relationships  with  these  well-endowed  countries. 
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II.   UKRAINE  QUESTIONS 

QUESTION  l:   I  want  to  understand  the  rationale  for  your 
announcement  of  the  provision  of  $350  million  in  economic 
assistance  and  $350  million  in  weapons  dismantlement  assistance 
for  Ukraine  in  1994. 

Is  the  provision  of  this  level  of  assistance  to  Ukraine 
essentially  based  on  strategic,  rather  than  reform, 
considerations? 

—   Is  this  assistance  provided  to  Ukraine  so  that  Ukraine 
will  fulfill  the  terms  of  the  U.S. -Russia-Ukraine 
trilateral  agreement,  dismantle  nuclear  weapons,  and 
sign  the  Nuclear  Non-Prolif eration  Treaty? 

How  confident  are  you  that  Ukraine  will  carry  out  these 
agreements  on  schedule,  and  sign  and  ratify  the  Non- 
Proliferation  Treaty? 

What  happens  to  this  assistance  if  Ukraine  reneges  on 
these  commitments? 

What  steps  are  you  taking  to  gauge  expenditure  of  these 
funds  with  progress  in  implementation  of  the  trilateral 
agreement? 

ANSWER  l: 

The  $350  million  of  economic  assistance  was  based  solely  on 
the  U.S.  Government's  desire  to  work  with  Ukraine  in 
partnership  as  it  pursues  its  economic  reform  agenda.   This 
package  of  assistance  was  carefully  negotiated  with  Ukrainian 
Government  officials  and  reflects  priority  areas  of  joint 
cooperation  to  foster  structural  reform  of  the  Ukrainian 
economy.   Economic  assistance  is  intended  to  provide  targeted 
support  for  Ukraine's  transition  to  a  market  economy,  support 
for  Ukrainian  capacity  to  provide  social  services,  and  support 
for  the  transition  to  democratic  governance. 
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As  with  any  partnership,  the  effectiveness  of  this  program  will 
depend  on  the  commitment  and  activity  of  both  sides. 
Accordingly,  the  United  States  will  provide  this  economic 
assistance  so  long  as  the  concrete  reforms  on  whose 
effectiveness  assistance  depends  continue  in  Ukraine.   This 
assistance  is  not  conditioned  on  Ukraine's  implementation  to 
the  terms  of  the  trilateral  agreement  or  the  nuclear  weapons 
dismantlement  process,  or  the  signing  of  the  Non-Prolif eration 
Treaty. 

QUESTION  2:   Every  problem  that  Ukraine  faces  today  is 
exacerbated  by  its  severe  economic  crisis: 

•  Economic  reform  has  barely  started; 

•  Inflation  is  90%  per  month;  and 

•  The  economy  has  contacted  some  4  0%  in  the  past  two 
years. 

The  Ukrainian  Minister  of  Economics,  Roman  Shpeks,  is 
reform-oriented,  but  so  far  little  progress  has  been  made. 

Why  has  economic  reform  in  Ukraine  been  so  slow? 

ANSWER  2: 

First,  compared  to  their  Russian  counterparts,  many 
Ukrainian  government  officials  have  little  experience  in 
managing  an  economy.   Ukraine's  Minsitry  of  the  Economy  and  the 
Central  Bank  are  newly  established.   Mistakes  are  inevitable; 
perhaps  the  most  egregious  were  the  loose  credit  policies 
followed  by  the  government  after  Ukraine  left  the  ruble  zone  in 
early  1992,  when  the  government  brought  on  hyperinflation  with 
massive  subsidies  to  miners,  farmers  and  others  even  though  it 
had  no  money . 
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Second,  political  infighting  has  stymied  reform  in  the 
past,  with  the  conservative-dominated  parliament  frustrating 
the  efforts  of  reformers  in  the  government.   Communists  and 
socialists  are  heavily  represented  in  the  newly  elected 
parlicunent.   It  remains  to  be  seen  whether  they  will  be  serious 
obstacles  to  reform  efforts  now  that  the  Ukrainian  state 
economy  has  all  but  collapsed. 

Third,  external  factors  have  complicated  Ukraine's  economic 
transition.   Ukraine  is  dependent  on  Russia  for  the  bulk  of  its 
petroleum  needs  and  on  Russia  and  Turkmenistan  for  most  of  its 
natural  gas  supplies.   Both  countries  raised  fuel  prices  from 
less  than  half  the  world  price  to  near  world  levels  after  1992, 
adding  greatly  to  Kiev's  energy  bill.   Rising  energy  costs  have 
led  to  brown -outs,  the  closing  of  some  enterprises,  and  have 
pushed  inflation  higher. 

Ukraine's  desperate  economic  situation  may  finally  bring 
the  government  to  act.   Serious  discussions  have  begun  between 
Ukraine  and  the  IMF  on  establishing  a  stabilization  program. 
Ukraine's  desire  to  take  advantage  of  our  substantial 
assistance  package  has  made  the  government  increasingly 
receptive  to  calls  for  reform.   In  addition,  Ukraine's 
unregulated  private  sector  is  growing  rapidly,  accounting  for 
as  much  as  20%  of  urban  employment  in  early  1994. 
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QDE8TIOM  3:   How  do  you  expect  the  parliamentary  elections 
in  Ulcraine  on  March  27  to  affect  the  outlook  for  reform? 

—  Do  you  expect  more,  or  less,  cooperation  from  the  new 
Parliament  on  weapons  dismantlement  and  economic  and 
political  reform  issues? 

—  What  can  the  U.S.  do,  through  assistance,  to  get 
Ukraine  to  move  off  the  dime  on  economic  reform? 

What  different  assistance  programs,  or  different  levels 
of  assistance,  or  different  U.S.  policies  can  get 
Ukraine  to  move  ahead  on  economic  reform? 

ANSWER  3; 

While  it  is  still  Lou  f^ariy    to  put  a  label  on  the  new 
parliament,  it  does  not  now  appear  very  different  in  political 
make-up  from  its  predecessor  and,  thus,  at  least  initially, 
might  not  deviate  sharply  from  past  patterns. 


The  communists  and  other  leftist  groups,  who  presumably 
would  not  support  reform  efforts,  emerged  the  apparent  winners 
with  the  largest  bloc  of  votes,  but  the  larger  pool  of 
moderate,  centrist  legislators,  including  those  with  no  party 
affiliations  could  emerge  as  a  rival  pro-reform  bloc.   We  d: 
not  expect  the  new  parliament  to  oppose  Ukraine's  course  en 
denuclear izat  ion . 

In  any  event,  it  could  take  some  time  before  the  new 
parliament  is  politically  mature  enough  to  take  substantially 
different  approaches  to  the  key  problems  facing  Ukraine. 

In  addition,  much  will  depend  on  the  strength  of  the 
Ukrainian  President  to  promote  both  the  reform  agenda  as  well 
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as  dismantlement  and  non-proliferation  questions.   Scheduled 
presidential  elections  in  June  could  delay  further  any 
parliamentary  action  the  Ukrainian  President  may  propose. 

The  U.S.  places  the  highest  priority  on  the  success  of 
political  and  economic  reform  in  Ukraine  and  is  committed  to 
providing  bilateral  assistance  to  this  end. 

Beginning  in  October  last  year,  we  have  engaged  Ukrainian 
government  officials  in  continuing  detailed  discussions  of  the 
need  for  economic  reform,  the  impact  on  the  Ukrainian  economy 
if  reform  is  not  pursued,  and  the  support  and  assistance  we  can 
provide  to  help  carry  out  reform  efforts.   In  early  May,  Senior 
U.S.  officials,  under  the  leadership  of  the  NSC,  will  meet 
again  in  Kiev  with  Ukrainian  officals  to  discuss  specific 
implementation  of  the  most  recent  pledge  to  provide  $350 
million  in  technical  economic  and  grant  assistance.   Much  of 
this  assistance^  that  geared  to  privatization  and  economic 
reform,  is  contingent  upon  Ukraine  making  significant  progress 
to  implement  reform  in  these  areas.   We  are  encouraged  by 
Ukraine's  moderate  success  in  efforts  to  begin  privatization. 

The  U.S.  has  offered  a  number  of  assistance  programs  to 
Ukraine  to  promote  private  sector  development  and  financial 
sector  and  banking  reform.   The  West  NIS  Enterprise  Fund  will 
be  set  up  in  Kiev  by  the  end  of  summer  for  Moldova  and  Belarus 
as  well  as  Ukraine.   Access  to  these  funds  will  depend  on 
Ukraine's  efforts  to  accelerate  privatization. 
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A  number  of  programs  are  underway  which  emphasize  the  need 
for  reform  by  demonstrating  the  positive  and  essential  effects 
reform  will  realize. 

We  are  helping  to  develop  plans  for  a  national  system 
of  mass  privatization  bid  centers  and  programs  to 
strengthen  investment  funds  and  securities  dealers 
associations.   IFC  will  help  auction  small 
enterprises.   Peace  Corps  is  focusing  on  small 
business  development  and  the  Joint  U.S.  -Ukraine 
Committee  on  Conversion  of  the  Defense  Industry  has 
agreed  on  companies  to  be  supported. 

We  are  also  designing  a  public  education  program  to 
equip  Ukrainian  citizens  to  understand  market  reforms 
and  the  mass  privatization  program. 


Attachment:   Status  of  U.S.  Assistance  to  Ukraine:   U.S. 
Assistance  Package 
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STATUS  OF  U.S.  ASSISTANCE  TO  UXRAIHE 
ECONOMIC  ASSISTANCE  PACKAGE 


The  United  States  continues  to  place  the  highest  priority 
on  the  success  of  political  and  economic  reform  in  Ukraine  and 
is  committed  to  providing  bilateral  technical  and  financial 
assistance  to  support  the  building  of  democracy  and  a  market 
economy  in  Ukraine.   During  President  Kravchuk's  visit  to 
Washington,  the  United  States  committed  to  provide  $700  million 
of  U.S.  bilateral  assistance  and  credits  to  Ukraine,  $350 
million  for  economic  assistance  and  $350  million  for  security 
assistance. 

The  $350  million  economic  assistance  package  is  designed  to 
continue  and  expand  support  for  Ukraine's  transition  to  a 
market-based  economy,  especially  efforts  to  promote  an 
indigenous  Ukrainian  private  sector,  to  ease  the  social 
consequences  of  the  transition  with  humanitarian  assistance, 
and  to  expand  trade  and  investment  opportunities  between  our 
two  countries.   The  United  States  pledged  to  provide  specific 
support  to  several  of  the  most  important  sectors  in  the 
Ukrainian  economy,  including  energy,  environment,  agriculture, 
and  health,  and  support  Ukrainian  efforts  to  develop  systems  to 
provide  social  services  to  its  people  during  its  transition 
period.   The  United  States  also  committed  to  intensify  its 
support  for  Ukraine's  move  from  a  one-party,  centralized  regime 
to  a  pluralist  democratic  society  and  political  system. 

The  most  significant  highlights  of  implementation  and 
delivery  of  technical,  humanitarian,  and  financial  assistance 
contained  in  the  economic  assistance  package  are  described 
below.   Program  implementation  has  advanced  more  rapidly  in 
those  areas  where  progress  on  political  and  economic  reform  has 
been  manifest. 


I.   GRANT  TECHNICAL  AND  HUMANITARIAN  ASSISTANCE 

Private  Sector  Development 

USAID  is  printing  52  million  privatization  certificates 
which  are  scheduled  to  arrive  in  Ukraine  in  mid-July  and  be 
distributed  to  Ukrainian  citizens  by  the  end  of  1994. 

The  Ukrainian  State  Property  Fund,  with  U.S.  consultants, 
is  developing  plans  for  a  national  system  of  mass 
privatization  bid  centers  and  a  program  to  strengthen 
investment  funds  and  securities  dealers'  associations. 

USAID  is  designing  a  public  education  program  on  market 
awareness  scheduled  to  begin  in  June  to  prepare  Ukrainian 
citizens  for  the  mass  privatization  program. 

Auctions  of  small  enterprises  are  under  design  in 
municipalities  and  oblasts  throughout  Ukraine  with  IFC 
assistance. 
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A  pilot  program  is  underway  with  municipalities  of  Kharkiv 
and  Odessa  on  the  transfer  of  public  services  to  the 
private  sector  with  particular  emphasis  on  housing 
maintenance  and  transportation. 

Documentation  on  the  establishment  of  the  Western  NIS 
Enterprise  Fund  is  completed,  funds  have  been  reserved,  and 
approval  of  a  board  of  directors  is  expected  in  the  next 
month.   The  Enterprise  Fund  will  establish  offices  in  Kiev 
and  hire  staff  by  the  end  of  the  summer. 

USAID  has  provided  grants  to  five  U. S . -Ukrainian 
agribusiness  partnerships  (Avian  Farms,  Cargill,  Freedom 
Farms,  Monsanto,  and  Kiev-Atlantic)  which  are  working  in 
Ukraine. 

Ten  additional  U.S.  volunteers  have  been  sent  to  Ukraine 
under  the  Farmer-to-Farmer  program  and  another  48  will 
arrive  in  Ukraine  by  the  end  of  the  summer,  for  a  total  of 
156  volunteers  working  in  Ukraine. 

A  resident  agriculture  policy  adviser  from  USDA  will  arrive 
in  the  Ukrainian  Ministry  of  Agriculture  and  Food  in  early 
May. 

USDA  will  send  a  team  of  experts  to  Ukraine  in  early  summer 
to  began  work  on  an  agricultural  market  information  and 
market  news  system. 

The  Peace  Corps  has  placed  67  volunteers  in  21  cities 
throughout  Ukraine  to  focus  on  small  business  development 
and  teaching  of  English  as  a  foreign  language.   Peace  Corps 
will  send  an  additional  50  volunteers  in  June  and  30 
business  advisors  in  November. 

The  Joint  U.S. -Ukraine  Committee  on  Conversion  of  the 
Defense  Industry  was  established  with  agreement  on  a  list 
of  Ukrainian  companies  to  be  supported  under  the  program. 
A  pilot  project  is  expected  to  begin  this  summer. 

Financial  Sector  Reform  and  Banking 

USAID  is  strengthening  Ukraine's  new  financial  training 
institute  to  provide  training  for  commercial  bankers  and 
the  staff  of  the  National  Bank  of  Ukraine;  325  bankers  have 
been  trained  since  January  and  over  1,000  will  be  trained 
by  the  end  of  the  year. 

USAID  has  sent  two  groups  of  bankers  to  the  U.S.  for 
two-week  training  sessions  and  plans  two  more  trips  by  the 
end  of  the  summer. 

USAID  has  completed  negotiations  on  the  technical 
requirements  for  the  National  Bank's  clearing  and  interbank 
settlement  system;  equipment  will  be  procured  in  May  and 
delivered  to  Ukraine  in  September. 
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The  U.S.  Treasury  Department  will  send  out  a  long-term 
resident  budget  adviser  for  the  Ministry  of  Finance  in 
early  May. 

Two  long-term  advisers  are  to  arrive  in  Ukraine  at  the  end 
of  the  summer  to  work  with  the  National  Bank  on  strategic 
planning . 

USAID  and  the  Ukrainian  Ministry  of  Finance,  Economics  and 
Statistics  and  the  Department  of  Customs  have  agreed  on  a 
program  to  develop  a  fiscal  analysis  unit  at  the  Ministry 
of  Finance  and  U.S.  experts  will  begin  to  arrive  in  May. 

USAID  is  trying  to  identify  an  advisor  to  provide  technical 
assistance  for  the  process  leading  to  complete  accession  of 
Ukraine  to  GATT; 

Long-term  advisers  from  the  U.S.  Customs  Department  will 
arrive  in  Ukraine  in  August  to  assist  in  strengthening  the 
national  customs  system. 

Energy  and  Environment 

USAID  and  the  Government  of  Ukraine  have  reached  agreement 
on  two  additional  sites  to  provide  equipment  to  increase 
district  plant  efficiency;  equipment  should  be  installed  by 
October . 

--  Agreement  has  been  reached  with  the  U.S.  Department  of 
Energy  and  the  Ministry  of  Power  and  Elect  if ication  to 
begin  a  joint  U.S. -Ukraine  clean  coal  technology  program 
that  would  permit  Ukraine  to  increase  the  use  of  domestic 
coal  for  power  generation. 

Work  will  begin  this  summer  on  a  pilot  project  to  test  the 
feasibility  of  recovering  methane  gas  from  coal  mines  to 
reduce  harmful  gas  emissions  and  add  an  alternative  source 
of  energy.   This  work  is  linked  to  a  follow-on  project 
financed  by  the  World  Bank. 

USAID  will  provide  technical  assistance  in  July  on 
legislative  and  institutional  changes  required  to  attract 
foreign  investment  to  the  energy  sector. 

The  Trade  and  Development  Agency  will  sign  a  grant  with  the 
Zaporozhye  Nuclear  Power  Plant  to  conduct  a  feasibility 
study  on  nuclear  spent  fuel  storage. 

Social  Sector  Development/Humanitarian  Assistance 

USAID  is  purchasing  22  million  doses  of  tetanus-dipther ia 
and  four  million  doses  of  dipther ia-tetnus-per tussis 
vaccine,  enough  for  nearly  13  million  adults  and  children; 
supplies  will  begin  to  arrive  this  summer. 

$1  million  in  medical  and  medical  supplies  were  delivered 
to  Ukraine  March  18,  donated  by  Project  Hope. 
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USAID  has  agreed  to  procure  a  one-year  supply  of  insulin 
for  children  14  years  and  younger  and  purchasing  will  begin 
once  final  agreement  is  reached  on  the  appropriate  method 
of  distribution  and  evaluation. 

Starting  this  summer,  USAID  will  provide  technical 
assistance,  commodities  and  training  to  medical  workers  to 
cut  the  risks  of  transmission  of  Hepatitis  B. 

USAID  is  discussing  with  the  Government  and  U.S.  companies 
approaches  to  helping  to  establish  local  production  of 
pharmaceuticals  and  vaccines. 

USAID  has  extended  its  agreements  to  fund  the  existing  four 
medical  partnerships  between  American  and  Ukrainian 
hospitals ; 

Agreement  has  been  reached  for  health  experts  to  arrive  in 
May  and  August  to  undertake  pilot  activities  in  Odessa  and 
two  other  municipalities  to  test  approaches  to  health  care 
administration  and  finance. 

Agreement  has  been  reached  with  mayors  in  three  cities  for 
resident  advisers,  now  scheduled  to  arrive  in  May,  to  work 
with  local  administrators  on  approaches  to  financing  and 
delivering  social  services. 

Discussions  are  underway  with  the  Government  of  Ukraine  to 
establish  a  U.S. -Ukraine  Joint  Humanitarian  Commission  to 
use  currency  proceeds  from  sale  of  grant  U.S.  food  aid  to 
fund  privatization/social  development  projects,  primarily 
in  agriculture  and  the  rural  sector. 

Through  the  U.S.  non-governmental  organization, 
Counterpart,  USAID  is  providing  training,  technical 
assistance,  and  small  grants  to  local  NGOs  providing  social 
services . 

Exchanges  and  Training 

USAID  has  trained  151  Ukrainians  to  date,  including  30 
economists  in  programs  focused  on  banking  agribusiness  and 
business  management;  156  additional  participants  have  been 
selected  for  training  in  the  United  States  over  the  next 
four  months. 

USIA  will  bring  580  high  school  students,  100  graduate  and 
undergraduate  students,  and  75  government  officials, 
parliamentarians  and  professionals  to  the  United  States 
starting  in  August. 

Three  university  partnerships  aimed  at  curriculum  and 
faculty  development  are  being  formed. 

—   Under  the  Cochran  Fellowship  Program,  USDA  will  bring 

approximately  50  Ukrainian  agricultural  and  agribusiness 
specialists  to  the  United  States  for  short-term  training 
beginning  this  spring.   To  date,  more  than  two  dozen 
Ukrainian  specialists  have  been  trained  under  this  prograrr. 
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--.  The  U.S.  SABIT  program  will  sponsor  training  in  the  United 
States  for  20  Ukrainian  businessmen  in  the  next  several 
months . 

Democratic  Initiatives 

USAID  provided  support  to  political  organizations  and  the 
Government  of  Ukraine's  electoral  commission  to  support  the 
March  parliamentary  elections.   Under  the  rubrick  of  a 
regional  rule  of  law  program  headquarted  in  Kiev,  the 
director  of  the  program  arrived  in  April  to  begin  a  three 
year  assignment. 

USAID  has  begun  to  provide  technical  assistance  and 
training  to  the  Ukrainian  Parliament  through  grants  to  the 
U.S.  Congressional  Research  Service  and  Indiana  University. 

Starting  his  summer,  USAID  will  intensify  its  cooperation 
with  Ukrainian  counterparts  to  strengthen  the  laws,  legal 
institutions,  and  new  civic  structures  throughout  Ukraine. 

USAID  will  continue  to  provide  support  to  the  International 
Media  Center  in  Kiev  for  the  training  of  independent 
journalists . 

I I .  CREDIT  PROGRAMS 

As  part  of  the  $350  million  U.S.  economic  assistance 
package  for  Ukraine  announced  during  President  Kravchuk's  visit 
to  Washington,  the  United  States  agreed  to  provide  an 
additional  $110  million  of  credit  programs  to  expand  bilateral 
economic  ties  and  commercial  cooperation.   Since  March, 
progress  has  .been  made  in  the  following  areas: 

USDA  and  the  Government  of  Ukraine  have  signed  a 
$20  million  P.L.  480,  Title  I  concessional  credit 
agreement.   USDA  is  waiting  for  a  final  decision  from  the 
Government  of  Ukraine  on  the  commodity  to  be  provided  under 
the  agreement  before  deliveries  can  begin. 

USDA  has  announced  a  $40  million  commercial  commodity 
export  credit  guarantee  facility  for  Ukraine  under  the 
GSM-102  program.   The  Government  of  Ukraine  has  requested 
coverage  of  imports  of  soybeans  and  livestock  genetics. 
The  Government  of  Ukraine  is  currently  in  the  process  of 
arranging  for  a  U.S.  bank  to  participate  in  the  financing 
of  imports  using  this  credit  guarantee  facility. 

OPIC  has  identified  several  U.S.  private  sector  projects 
which  would  qualify  for  OPIC  financing  and  insurance  in 
Ukraine;  OPIC  is  conducting  due  diligence  on  these  projects 
and  expects  to  make  recommendations  for  funding  by  the  end 
of  the  summer. 

OPIC  is  organizing  a  conference  on  investment  in  the 
Ukrainian  agriculture  sector  to  be  held  in  Washington  and  a 
mid-Western  state  this  summer. 
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QUESTION  4:   I  want  to  quote  some  of  your  own  Freedom 
Support  Act  report  on  Ukraine  of  January  1994  back  to  you: 

"The  implementation  and  results  of  U.S.  government 
technical  aid  programs  to  Ukraine  in  1993  fell  far 
short  of  expectations  on  both  sides. 

"A  resident  tax  advisor  has  placed  within  the  Ukrainian 
tax  policy  unit,  but  for  the  most  part  national 
ministries  have  been  unreceptive  to  such  offers. 

"The  1993  effectiveness  of  U.S.  programs  in  other  areas 
with  a  market-economy  slant  cannot  generally  be  deemed 
satisfactory. 

"The  nuclear  safety  assistance  program  proved  a  non- 
starter  in  1993. 

"Health  care  finance  and  reform  have  made  little 
headway. 

"The  Foreign  Commercial  Service  has  had  internal 
problems  in  implementing  business  facilitation 
programs.   After  more  than  a  year  in  place,  FCS  has 
been  unable  to  open  its  American  Business  Center." 

Why  have  U.S.  assistance  programs  had  such  a  poor 
record? 

—   How  do  you  plan  to  address  these  problems  in  1994? 

What  programs  do  you  plan  to  restructure,  or  drop? 

Given  these  problems,  how  do  you  plan  to  program 
effectively  $350  million  in  economic  assistance  for 
1994? 

ANSWER  4: 


The  implementation  and  results  of  U.S.  assistance  programs 
to  Ukraine  in  1993  fell  far  short  of  expectations  on  both 
sides.   The  prime  cause  was  the  Ukrainian  political  environment 
from  May  through  the  end  of  1993,  and  the  lack  of  will  to 
reform  within  the  national  leadership,  which  continued  in  this 
regard  to  frustrate  the  high  hopes  held  during  the  early  days 
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of  independence.   In  early  1994,  elements  of  the  Ukrainian 
leadership  appeared  to  recognize  that  the  country's  future 
could  well  be  insecure  in  the  continued  absence  of  real, 
market-oriented  reforms.   On  that  basis,  the  U.S.  began  an 
intensive  economic  dialogue  with  the  Government  of  Ukraine  and 
plans  to  substantially  increase  bilateral  assistance  in  FY  1994. 

In  response  to  the  difficulties  faced  in  1993,  the  USG  has 
restructured  several  of  its  assistance  initiatives  to  take 
these  factors  into  account.   For  example,  U.S.  technical 
support  for  privatization--the  largest  single  item  in  the  aid 
program  to  Ukraine  in  FY  1993--was  based  on  a  workplan 
developed  with  the  Ukrainian  Government  to  move  to  a  more 
rapid,  simplified  scheme  of  mass  privatization  that  produced 
few  results.   Moreover,  small-scale  privatization  efforts  have 
failed  to  accomplish  the  ultimate  goal — change  of 
ownership--due  to  both  national  legislative  obstacles  and  local 
political  opposition.   Work  on  pilot  corporatization  projects 
and  linking  this  restructuring  effort  to  privatization  was  also 
at  a  standstill  at  the  end  of  1993.   To  respond  to  this  lack  of 
progress,  the  USG  changed  course  and  joined  forces  with  the 
World  Bank,  EBRD,  and  European  Union  to  help  the  Government  of 
Ukraine  rethink  its  mass  privatization  objectives  and  develop  a 
workable  and  sustainable  plan  for  achieving  these  objectives. 
As  a  result,  the  GOU  signed  a  memorandum  of  Understanding  with 
these  Western  donors  in  late  February  to  enter  into  a  viable 
mass  privatization  process  which  can  garner  the  necessary 
support  of  the  international  community. 
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In  addition,  the  1994  assistance  package  puts  more  emphasis  on 
helping  to  build  a  consensus  for  reform  among  Ukrainian 
citizens  through  public  education  and  training,  strengthening 
the  position  of  reform-minded  officials,  and  pilot 
demonstration  projects  in  reform-minded  regions.   Public 
education  will  help  policy-makers  and  the  broader  public 
develop  a  better  understanding  of  how  markets  function  and  help 
dispel  mistrust  created  by  a  lack  of  information. 

The  $350  million  economic  assistance  package  was  carefully 
negotiated  with  Ukrainian  Government  officials  and  reflects 
priority  areas  of  joint  cooperation  to  foster  structural  reform 
of  the  Ukrainian  economy.   We  expect  that  many  of  the  obstacles 
faced  in  implementing  programs  in  1993  will  be  eased  by  the 
political  commitment  of  senior  Ukrainian  Government  officials 
to  real  economic  reform. 
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QDE8TION  5:   I  have  heard  complaints  from  IMF  and  World  Bank 
officials  that  the  United  States  is  pressuring  them  into  making 
financial  commitments  to  Ukraine  when  there  is  precious  little 
evidence  of  economic  reform  in  Ukraine, 

"   tS^Ukraine?  "*^*  P°^^^^°"  °"  ^"^  ^"^  World  Bank  lending 

~   Do  you  support  such  lending,  and  under  what  terms  and 
conditions? 

Is  the  U.S.  position  at  variance  with  other  Fund  and 
Bank  members? 

Should  IMF  and  World  Bank  lending  go  ahead  in  the 
absence  of  comprehensive  economic  reform  in  Ukraine? 

ANSWER  5: 

The  U.S.  Government  has  strongly  encouraged  the  Government 
of  Ukraine  to  adopt  the  kinds  of  economic  stabilization  and 
reform  policies  that  could  be  supported  by  an  IMF  program. 


We  have  urged  the  Ukrainian  Government  to  intensify  its 
dialogue  with  the  IMF  and  other  international  financial 
institutions  and  understand  contacts  between  the  two  sides  are 
continuing. 

The  U.S.  Government  would  welcome  a  successful  conclusion 
to  those  talks  but,  in  line  with  standard  practice,  is  taking 
no  direct  role  in  them. 

QUESTION  6:   The  U.S.  has  been  discussing  an  Enterprise  Fund 
for  Ukraine  for  the  past  2  years,  to  be  capitalized  at  about  $40 
million. 

—  What  is  the  status  of  that  fund? 

—  Has  its  Board  been  named? 

When  will  this  Enterprise  Fund  make  its  first  loan? 
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ANSWER  6: 

Documentation  on  the  establishment  of  the  Western  NIS 
Enterprise  Fund  is  completed,  FY  1994  funds  have  been  reserved, 
and  approval  of  a  board  of  directors  is  expected  from  the  White 
House  in  the  next  month.   The  Enterprise  Fund  is  expected  to 
establish  offices  in  Kiev,  Chisinau  and  Minsk  and  hire  staff  by 
the  fall.   We  expect  that  the  fund  will  make  its  first 
investment  or  loan  later  this  year. 


QUESTION  7:   For  more  than  2  years,  the  United  States  has 
been  talking  about  a  $10  million  Science  and  Technology  Center  in 
Ukraine.   Your  1994  Freedom  Support  Act  report  says  "the  U.S. 
will  contribute"  to  such  a  Center. 

Isn't  this  Center  yet  up  and  running? 

What  is  the  problem  here? 

ANSWER  7: 

The  STCU  has  yet  to  become  operational,  although  the 
agreement  establishing  it  was  signed  by  the  U.S.,  Canada, 
Sweden,  and  Ukraine  in  Kiev  in  October  1993.   The  U.S.,  Canada, 
and  Sweden  remain  committed  to  working  with  Ukraine  to  making 
the  STCU  a  reality — they  have  promised  approximately  $13.5 
million  to  fund  the  center,  with  the  U.S.  contribution  being 
$10  million  from  the  Nunn-Lugar  budget.   Moreover,  the  founding 
parties  continue  to  try  to  find  a  way  to  implement  the  STCU 
agreement.   One  avenue  proposed  by  the  Ukrainian  Government  and 
supported  by  the  U.S.,  Sweden,  and  Canada  advocate  is 
implementation  by  presidential  decree,  which  would  eliminate 
the  need  for  ratification  by  the  Rada,  which  all  agree  would 
most  likely  be  a  lengthy  process  of  uncertain  outcome. 

Our  efforts  to  make  the  STCU  a  reality  have  been 
complicated  by  two  key  factors.   The  first  is  that,  from  the 
start,  the  U.S.  Government  wanted  the  STCU,  like  the  ISTC,  to 
be  a  multilateral  initiative.   Multilateralizing  the  center 
helped  to  leverage  additional  funds,  however,  it  also  slowed 
the  process  because  negotiations  had  to  factor  in  the  interests 
and  concerns  of  several  sovereign  partners.   Second,  throughout 
the  negotiations,  a  number  of  changes  within  the  Ukrainian 
Government  regarding  the  chief  negotiators  and  primary  agencies 
complicated  efforts  to  reach  agreement  on  key  points  necessary 
to  finalizing  the  agreement  and  moving  toward  ratification.   At 
every  opportunity,  Department  of  State  and  Department  of 
Defense  officials  have  raised  and  continue  to  raise  this  issue 
with  their  Ukrainian  counterparts. 
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QUESTION  8:   You  had  4-5  AID  people  out  in  the  field  in  Kiev 
last  year. 

How  many  do  you  have  there  today? 

How  many  will  you  have  by  the  end  of  this  year? 

How  can  so  few  people  in  Kiev  —  who  also  have 
responsibility  for  Belarus  and  Moldova  —  manage  a  $350 
million  annual  program? 

ANSWER  8: 

We  have  10  U.S.  direct  hires,  5  PSCs  and  .1"  FSNs  in  .<iev 

today.   AID  has  requested  an  incr'?ase  to  13,  9  and  36 
respectively  and  a  direct  hire  to  he  placed  in  Moldova.   These 
increases  have  not  yet  been  approved.   Th-i  AID  mission  and  the 
embassy  manage  the  programs  fnr  the  Western  NIS  by  using  the 
resources  of  the  Washington  offices  for  most  of  the  work  that 
does  not  have  to  be  done  in-country.   The  State  Department  and 
AID/Washington  have  the  overall  responsibility  for  the  assistance 
programs  in  Ukraine  and  the  other  countries  in  the  region,  with 
input  from  Embassies  and  AID  missions. 
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III.  OTHER  NIB  STATES 

A.    Central  Asia 

QUESTION  1:   Fifty-three  million  people  live  in  the  five 
countries  that  make  up  Central  Asia. 

How  can  the  one  AID  field  office  in  Almaty,  the  capital 
city  of  Kazakhstan,  serve  all  of  Central  Asia? 

Does  the  Administration  have  plans  to  open  additional 
AID  field  offices  in  this  region? 

Has  the  lack  of  AID  personnel  in  the  Central  Asian 
region  contributed  to  the  common  perception  that  the 
United  States  is  not  really  interested  in  helping 
Central  Asia? 

ANSWER  l: 

The  AID  mission  in  Almaty  has  requested  an  increase  in 
staffing  to  14  U.S.  direct  hires,  6  U.S.  PSCs  and  60  FSNs;  AID 
has  also  requested  one  U.S.  direct  hire  each  for  Kyrgyzstan, 
Tajikistan  and  Ubzbekistan.   These  increases  have  not  yet  been 
approved. 

The  United  States  has  provided  significant  assistance  to 
Kazakhstan  and  the  Kyrgyz  Republic  in  recognition  of  the  great 
strides  these  countries  are  making  in  economic  and  democratic 
reforms.   Slower  progress  toward  reform  in  other  Central  Asian 
Republics  is  responsible  for  the  lower  level  of  U.S.  assistance 
activities. 

QUESTION  2:   Vice  President  Gore  announced  the  U.S.  decision 
to  establish  a  $150  million  regional  Enterprise  Fund  for  Central 
Asia  during  his  visit  to  the  region  in  December. 

When  will  the  Fund  begin  operations,  and  who  will  serve 
on  the  Board  of  Directors? 

Are  there  any  plans  to  open  offices  in  cities  other 
than  Almaty  and  Bishkek? 

Given  the  situation  in  these  countries,  how,  if  at  all, 
will  the  activities  of  this  Fund  differ  from  the  Funds 
established  to  date  in  Eastern  Europe  and  Russia? 

ANSWER  2: 

Documentation  on  the  establishment  of  the  regional 
Enterprise  Fund  for  Central  Asia  is  completed,  FY  1994  funds  have 
been  reserved  and  approval  of  a  board  of  directors  is  expected 
from  the  White  House  in  the  next  month.   The  Enterprise  Fund  is 
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expected  to  establish  offices  in  Almaty  and  Bishkek  and  hire 
staff  by  the  end  of  the  summer.   We  expect  that  the  Fund  will  be 
fully  operational  by  early  autumn. 

Although  the  Enterprise  Fund  may  invest  in  any  of  the 
Central  Asian  states,  it  is  expected  to  establish  offices  in  the 
more  reform-minded  states  in  Central  Asia.   Thus,  the  Fund  will 
initially  have  offices  in  Kazakhstan  and  the  Kyrgyz  Republic  and 
could  establish  offices  in  the  other  countries  of  Central  Asia  as 
those  states  demonstrate  a  commitment  to,  and  progress  toward, 
economic  reform. 

Similar  to  the  Enterprise  Funds  in  Eastern  Europe  and 
Russia,  the  purpose  of  the  Central  Asia  Enterprise  Fund  is  to 
respond  to  the  general  unavailability  of  foreign  and  domestic 
capital  to  private  firms,  the  lack  of  entrepreneurial  experience 
and  familiarity  with  Western  business  practices,  and  the 
underdeveloped  network  of  sophisticated  financial  institutions  in 
the  Central  Asian  states.   Like  the  other  U.S.  government-created 
funds,  this  Fund  will  operate  as  a  private,  non-profit 
corporation,  committed  to  helping  develop  small  and  medium-sized 
private  businesses  by  providing  equity  investments  and  loans,  as 
well  as  technical  assistance  in  more  limited  circumstances.   It 
also  will  seek  to  encourage  business  policies  and  practices 
conducive  to  private  sector  development  in  the  region.   The 
specific  investment  policies  and  procedures  of  the  Fund  will  be 
established  by  the  Chairman  and  the  Board  of  Directors  after  they 
are  named. 


QUESTION  3:   In  October  1993  Secretary  Christopher  announced 
that  the  U.S.  would  provide  $15  million  in  assistance  to  the 
Central  Asian  republics  to  halt  the  degradation  of  the  Aral  Sea 
Basin. 

—   Has  AID  begun  implementation  of  this  critical 
initiative? 

What  activities  have  you  completed  in  this  area? 

Does  AID  plan  to  expand  this  initiative  beyond  the 
current  emphasis  on  water  management  and  public  health? 

ANSWER  3: 

The  U.S.  Government's  $15  million  Aral  Sea  Program  aims  to 
help  alleviate  environmental  effects  caused  by  the  desiccation 
of  the  Aral  Sea  and  to  facilitate  regional  cooperation  on  water 
management.   At  the  time  of  his  announcement  of  the  program  on 
October  24,  Secretary  Christopher  promised  leaders  in  Central 
Asia  that  the  U.S.  Government  would  move  quickly  to  get 
activities  moving  on  the  ground.   Efforts  to  implement  the 
program  got  underway  immediately— an  AID-led  technical  team 
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visited  the  region  in  November  for  three  weeks  to  design  the 
program's  action  plan,  which  State  and  AID  officials  in 
Washington  approved  in  early  November.   Subsequently,  bilateral 
assistance  agreements  and  memoranda  of  understanding  were 
completed  by  spring  1994  with  Kazakhstan,  Uzbekistan,  and 
Turkmenistan— the  three  countries  where  various  potable  water 
activities  are  slated. 

The  Aral  Sea  Program  consists  of  two  components: 

ProiectiS  to  Alleviate  Environmental  Effpr-hp-  The  U.S. 
Government  will  fund  potable  water  projects  and  public 
health  education  programs  to  targetted  local  groups  at 
sites  in  Kazakhstan,  Turkmenistan,  and  Uzbekistan. 
Nearly  1.2  million  people  will  benefit  from  these 
three  activities,  which  are  being  coordinated  with  the 
international  donor  community. 

F.acilitation  of  Regional  CooperatipiT   The  U.S. 
Government  will  encourage  Basin  countries  to  agree  on 
a  program  for  regional  cooperation.   Specific 
activities  for  all  five  CAR  include  a  partnership 
program  to  link  regional  water  utilities  with  their 
U.S.  counterparts;  a  regional  water  management 
conference  in  Tashkent,  Uzbekistan  in  July  1994;  and  a 
comparative  study  tour  to  the  Colorado  River  Basin  for 
25  leading  government  officials  to  enable  them  to  see 
regional  cooperation  in  water  management.   The  program 
also  will  work  with  community  leaders  to  enhance  local 
responsibility  for  water  allocation  and  use. 

To  date,  AID  has  initiated  work  on  the  potable  water 
projects  in  Kazakhstan,  Uzbekistan,  and  Turkmenistan — the  three. 
CAR  suffering  the  most  immediate  environmental  and  public 
health  problems  from  the  desiccation  of  the  Aral  Sea.   The 
Turkmen  government  is  particularly  pleased  that  work  has  gotten 
underway  on  the  reverse  osmosis  water  system  which  will  purify 
groundwater  for  storage  in  tanks  and  dispensing  to  schools, 
hospitals,  and  clinics.   The  comparative  study  tour  to  the 
Colorado  River  Basin  kicked  off  in  Washington  on  April  19,  and 
participants  currently  are  in  the  western  U.S.  for  meetings 
with  regional  government  officials  and  water  utilities.   The 
study  tour  will  end  in  early  May. 

At  this  time.  State  and  AID  are  discussing  next  steps  for 
addressing  the  problems  of  the  Aral  Sea.   Any  expansion  beyond 
the  current  focus  on  environmental. health  and  water  management 
will  be  coordinated  closely  with  the  international  donor 
community,  because  the  scope  of  the  problems  of  the  Aral  Sea 
will  require  resources  beyond  those  available  to  any  single 
donor.   At  this  time,  only  the  United  States,  Germany,  and 
Japan  have  initiated  or  announced  plans  to  initiate  projects 
related  to  the  problems  of  the  Aral  Sea.   Other  donors  have 
expressed  interest  in  contributing  their  resources  to  larger, 
multi laterally-supported  projects . 
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QUESTION  4:   Turkmenistan  and  Uzbekistan  have  made  little 
progress  toward  economic  and  political  reform,  and  both  countries 
have  poor  human  rights  records.   However,  these  two  countries, 
more  than  the  other  Central  Asian  nations,  have  the  potential  to 
stand  on  their  own  feet  economically. 

What  is  the  assistance  strategy  of  the  U.S.  vis-a-vis 
these  two  nations? 

Is  it  in  the  interests  of  the  United  States  to  withhold 
aid  money  to  Turkmenistan  and  Uzbekistan  in  light  of 
the  economic  potential  of  these  countries? 

AK8WER  4: 

We  agree  that  Turkmenistan  and  Uzbekistan  have  demonstrated 
very  little  progress  in  their  transition  from  Soviet 
authoritarianism  toward  a  more  pluralistic  democracy.   However, 
Uzbekistan  and  to  a  lesser  extent  Turkmenistan  have  begun 
fairly  impressive  economic  reform  programs.   In  November  of 
last  year,  Turkmenistan  and  Uzbekistan  left  the  ruble  zone  and 
introduced  their  own  currencies.    International  Financial 
Institutions  such  as  the  International  Monetary  Fund  and  the 
World  Bank  are  providing  technical  advice  in  a  number  of  areas, 
including  rtionetary  and  fiscal  policy,  financial,  banking  and 
systems  information  with  the  Uzbek  and  Turkmen  officials. 

We  also  agree  that  these  countries  have  significant 
economic  potential  due  to  the  abundance  of  natural  resources 
and  technological  resources.   The  various  trade  and  development 
agencies  have  been  working  with  U.S.  companies  to  begin 
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exploring  the  economic  potential  of  these  countries.   For 
example,  the  Trade  and  Development  Agency  (TDA)  has  several 
feasibility  studies  underway  in  Turkmenistan  such  as  the 
upgrading  the  oil  refinery  at  Krasnovosk,  a  $1  million  study  in 
a  telecommunications  project  and  an  evaluation  of  the 
Turkmenbashi  Port  for  a  possible  port  rehabilitation  project. 
In  Uzbekistan,  TDA  has  approved  a  feasibility  study  for  a 
digital  overlay  network  (telecommunications).   Various 
conferences  sponsored  by  the  Department  of  Commerce  and  TDA 
will  be  held  in  May  and  June  to  promote  the  business 
opportunities  in  Central  Asia. 

Regarding  our  assistance  program  in  and  strategy  for 
Uzbekistan,  the  U.S.  Government  is  focussing  its  efforts  in  the 
sectors  where  there  is  greatest  potential  for  reform.   The 
Uzbek  Government  has  initiated  a  promising  privatization 
program  and  has  demonstrated  the  desire  to  reform  their 
financial  sector.   Hence,  USAID  has  embarked  upon  a  sizable 
privatization  program  which  will  facilitate  the  transfer  of 
public  enterprises  and  other  state-owned  assets  to  private 
ownership  in  Uzbekistan.   Additionally,  the  U.S.  will  provide 
some  assistance  from  our  democractization  assistance. 
Assistance  such  as  the  review  of  the  draft  constitution, 
regional  rule  of  law  conferences,  youth  leadership  training, 
exchanges  and  visitor  programs.   Most  recently,  the  Uzbek 
Government  has  requested  election  monitoring  assistance  in 
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their  upcoming  elections.   In  FY  94,  the  U.S.  Government  will 
provide  technical  assistance  to  Uzbekistan  in  the  areas  of 
energy  environment,  health  care,  privatization,  democratic 
reform  and  exchanges  and  training. 

Regarding  Turkmenistan,  our  assistance  strategy  and 
programming  has  been  limited  to  a  primarily  a  humanitarian 
role.   Our  technical  assistance  interventions  have  been 
limited.   In  some  instances,  we  have  turned  down  requests  of 
assistance  from  the  Turkmen  Government  because  we  felt  it  was 
not  appropriate  to  their  current  policies  and  their  clear  lack 
of  desire  to  reform.   In  FY  94,  the  U.S.G.  will  provide 
assistance  to  Turkmenistan  in  the  areas  of  health  care, 
democratic  reform  and  exchanges  and  training. 

We  do  not  believe  it  is  in  the  interest  of  the  U.S. 
Government  to  withhold  all  forms  of  aid  money  to  Turkmenistan 
and  Uzbekistan.   Our  assistance  follows  reform  —  wherever  we 
find  it.   Because  Uzbekistan  has  demonstrated  a  commitment  to 
economic  reform  and  has  initiated  an  impressive  privatization 
program,  the  focus  of  our  assistance  program  will  remain  in  the 
areas  of  privatization  and  financial  sector  reform.   Meanwhile, 
our  democracy  programs  will  be  encouraged  as  the  Government  of 
Uzbekistan  requests  our  assistance  and  where  we  believe  it  will 
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serve  a  useful  purpose.   In  Turkmenistan,  the  U.S.  Government 
has  not  initiated  a  substantial  assistance  program  due  to  an 
overall  lack  of  reform  and  enforcement  of  government  policies 
which  do  not  support  reform.   However,  where  feasible  our 
assistance  programs  will  work  with  reform-minded  individuals  in 
Turkmenistan  and  work  with  the  government  in  areas  where  reform 
has  been  encouraged,  i.e.  health. 

Throughout  the  implementation  of  our  assistance  programs, 
the  Administration  will  remain  proactive  in  identifying  trade 
and  investment  opportunities  for  U.S.  companies.   Particularly 
in  Uzbekistan,  we  are  hopeful  that  the  implementation  of  the 
privatization  program  will  benefit  U.S.  companies  who  wish  to 
find  privatized  or  privatizing  partners.   Entities  such  as  the 
planned  Central  Asian  Regional  Enterprise  Fund  will  assist  U.S. 
companies  in  this  endeavor. 

B.    Agerbaiian 

QUESTION:   According  to  AID  figures,  Azerbaijan  received 
approximately  $4.5  million  in  NIS  Special  Initiatives  funding 
from  the  United  States,  despite  a  ban  on  U.S.  assistance  to  the 
Government  of  Azerbaijan. 

How  do  you  explain  this? 

—   On  what  has  this  money  been  spent? 

Do  we  plan  to  continue  this  level  of  funding  in  FY 
1994? 
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ANSWER: 

Section  907  of  the  FREEDOM  Support  Act  contains  a 
prohibition  on  assistance  to  the  Government  of  Azerbaijan  (GOA) 
until  "the  President  determines  that  the  GOA -is  taking 
demonstrable  steps  to  cease  all  blockades  and  other  offensive 
uses  of  force  against  Armenia  and  Nagorno-Karabakh."   Section 
907  does  not  prohibit  assistance  that  is  provided  through 
non-governmental  organizations  to  the  people  of  Azerbaijan. 
The  Coordinator  of  U.S.  Assistance  to  the  NIS  and  the  Agency 
for  International  Development  have  accordingly  limited  any 
assistance  efforts  to  humanitarian  aid  and  limited  technical 
assistance,  in  the  form  of  exchanges,  that  have  been  carried 
out  directly  with  private  groups.   The  U.S.  Government  has 
directed  most  of  the  humanitarian  aid  to  Azerbai j an--$29 
million  over  the  past  two  years — to  relieve  the  plight  of 
approximately  one  million  Azeris  displaced  by  the  dispute  over 
Nagorno-Karabakh. 

For  FY94,  the  Coordinator's  office  and  AID  have  allocated 
$11.8  million  for  humanitarian  and  technical  assistance  for 
Azerbaijan.   Most  of  this  funding,  $11.3  million,  will  be  used 
for  humanitarian  assistance — for  specialized  feeding  for 
vulnerable  groups  (mothers  and  children),  for  pharmaceuticals 
distribution,  and  for  participation  in  multilateral 
humanitarian  assistance  activities.   The  Coordinator's  office 
and  AID  have  been  consulting  with  Congress  on  how  we  might  use 
the  remaining  $500,000  and  have  advised  the  Congress  that  we 
are  considering  small  training  programs  for  non-governmental 
organizations.   The  Coordinator's  office  and  AID  will  continue 
to  consult  with  the  Congress  on  assistance  activities  for 
Azerbai j  an. 

C.    KazaXhatan 

QUESTION  l:   Kazakhstan's  President,  Nursultan  Nazarbayev, 
visited  the  White  House  in  mid-February  and  was  promised 
increased  economic  aid  in  return  for  ratification  of  the  Non- 
Proliferation  Treaty  and  dismantlement  of  Kazakhstan's  nuclear 
weapons. 

How  much  FY  1994  aid  money  will  Kazakhstan  receive? 

How  much  of  the  aid  package  is  Nunn-Lugar  money? 

What  is  the  rationale  and  strategy  behind  U.S. 
assistance  to  Kazakhstan? 

ANSWER  l: 


411 


For  FY  1994,  the  U.S.  Government  will  continue  to  support 
fully  the  Government  of  Kazakhstan's  movement  to  a  market  and 
reform-oriented  economy  as  well  as  democratic  and  pluralistic 
society.   In  fiscal  year  1994,  the  United  States  plans  to 
provide  approximately  $311.8  million  in  humanitarian  and 
technical  assistance,  Nunn-Lugar  funding,  agricultural  credits 
guarantees  and  investment  monies.   This  figure  was  announced 
during  President  Nazarbayev's  visit  to  Washington  in  February. 

Approximately  $85  million  of  Nunn-Lugar  funds  have  been 
included  in  the  $311  million  figure.   At  the  time  of  Secretary 
Perry's  visit  to  Almaty  in  March,  the  Defense  Department 
announced  an  additional  $15  million  of  Nunn-Lugar  funds  for  the 
purpose  of  defense  conversion.   with  the  inclusion  of  the  $15 
million  figure,  the  total  amount  of  assistance  to  Kazakhstan  is 
$326.8  million. 

The  strategy  for  U.S.  Government  assistance  programs  places 
emphasis  on  structural  reform  to  develop  a  market  economy, 
transition  to  a  democratic  system  and  improve  the  trade  and 
foreign  investment  climate  of  the  country.   Moreover,  U.S. 
technical  assistance  will  lay  the  foundation  for  increased 
activity  in  privatization,  specifically  in  the  areas  of  energy 
and  small  business.   Helping  to  establish  a  legal  and  financial 
framework  which  promotes  investment  opportunities  also  is  an 
essential  step  in  helping  Kazakhstan  to  realize  its  full 
commercial  potential.   Health  and  environmental  efforts  will 
provide  direct  and  immediate  benefits  for  the  for  the 
Kazakhstani  population. 
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Private  sector  development  remains  a  major  element  in  our 
technical  assistance  activities  in  and  investment  strategies 
for  Kazakhstan.   We  also  will  continue  to  support  the 
democratization  process  in  Kazakhstan  through  programs  in  the 
areas  of  rule  of  law,  local  government,  political  processes, 
and  educational  exchanges  and  training  programs.   In  the 
environmental  realm,  the  United  States  is  particularly 
concerned  over  the  environmental  devastation  of  the  Aral  Sea 
Region  and  Semipalatinsk.   The  U.S.  Government  will  place 
significant  resources  in  FY  1994,  approximately  $4  million  for 
Kazakhstan,  to  assist  in  public  health,  water  sanitation,  and 
regional  water  management  issues  affecting  the  Aral  Sea  region. 


QUESTION  2:   Cumulative  obligations  for  U.S.  assistance  to 

Kazakhstan  totaled  $31  million  as  of  the  end  of  1993. 

—  Is  it  correct  that  only  37%  of  this  funding  has  been 
expended? 

—  Why  has  so  little  aid  money  been  spent? 

—  What  is  your  assessment  of  the  current  U.S.  assistance 
program  in  Kazakhstan? 

ANSWER  2: 

There  are  three  funding  resources  for  U.S.G.  assistance 

programs  for  Kazakhstan:   (1)   Nunn-Lugar  funds,  (2)  USDA  food 
grants  and/or  concessional  sales  and  (3)  USAID  technical 
assistance.   Regarding  Nunn-Lugar  funding,  although  $99.96 
million  has  been  obligated,  $121,000  has  been  expended. 
Although  USDA  does  not  have  true  obligations,  they  have  shipped 
approximately  $16.8  million  of  food  commodities  to  Kazakhstan. 
If  we  understand  this  question  to  refer  to  the  USAID  technical 
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assistance  programs,  as  of  March  31,  cumulative  obligations 
were  approximately  $46.5  million  of  which  $17.3  million  has 
been  expended.   Therefore,  it  is  correct  that  37%  of  this 
funding  has  been  expended. 

Compared  to  other  traditional  assistance  programs,  this  is 
a  very  fast  rate  of  expenditure.   Getting  programs  established 
has  taken  some  time,  but  once  initiated,  they  have  moved  quite 
well.   Our  initial  assistance  response  was  humanitarian  nature 
as  these  needs  were  clear  and  compelling.   Now  that  full 
diplomatic  representation  has  been  established  in  each  Central 
Asian  Republic  and  we  have  opened  a  regional  USAID  mission  in 
Almaty,  we  have  developed  a  more  comprehensive  assistance  plan 
of  action  which  is  responsive  to  the  current  economic  and 
political  reform  climate  of  the  region.   Also,  several  large 
contracts  for  regional  programs,  such  as  the  Aral  Sea  Program 
and  the  rule  of  law  project,  have  been  completed  recently  and. 
we  anticipate  work  to  begin  on-the-ground  shortly. 
Additionally,  due  to  the  significant  progress  in  the  areas  of 
economic  and  democratic  reform  made  by  Kazakhstan  and 
Kyrgyzstan,  we  have  adjusted  our  programs  accordingly  and 
significantly  increased  our  assistance  to  these  two  countries. 

We  believe  our  assistance  program  to  Kazakhstan  is  a  robust 
program  which  provides  support  where  the  United  States  and  the 
Government  of  Kazakhstan  have  identified  as  priority  areas. 
Kazakhstan  will  be  the  recipient  of  assistance  in  all  12 
sectoral  program  areas.   Kazakhstani  government  and  private 
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officials  alike  have  heralded  the  effectiveness  U.S.  assistance 
program  thus  far.   Also,  we  have  made  every  attempt  to  leverage 
U.S.  assistance  resources  with  other  donors,  and  donor 
organizations  such  as  the  Japanese  and  Turkish  Governments  and 
the  World  Bank.   Therefore,  we  are  pleased  with  the  results  of 
our  assistance  program  and  look  forward  to  continuing  success 
and  a  strengthening  of  our  bilateral  relationship. 

QUESTION  3;   The  March  election  in  Kazakhstan  was  widely 
criticized  by  international  observers  as  not  meeting 
internationally  accepted  standards  for  pluralistic  democratic 
elections: 

•  The  elections  heavily  favored  government-sponsored 
candidates,  ensuring  that  almost  one  quarter  of 
the  177-member  parliament  was  appointed  by  the 
President; 

•  candidates  and  political  movements  had  very  little 
time  to  organize  before  the  elections,  and  some 
observers  noted  instances  where  independent 
candidates  were  pressured  to  drop  out  of  the 
elections;  and 

•  Only  23  seats  in  the  177-seat  legislature  went  to 
representatives  of  different  opposition  parties. 

Whekt  is  your  assessment  of  the  recent  election  in 
Kazakhstan,  and  its  implications  for  the  course  of 
political  and  economic  reform  in  that  country? 

In  light  of  the  election  results,  how  do  you  assess  the 
effectiveness  of  the  $750,000  in  democratization 
assistance  that  the  U.S.  has  spent  in  Kazakhstan? 

ANSWER  3: 

We  share  your  concerns  about  the  conduct  of  the  recent 
parliamentary  elections  in  Kazakhstan,  and  have  delivered 
strong,  clear  messages  to  the  senior  Kazakhstani  leadership. 
We  are  working  to  encourage  an  open  and  fair  democratic  process. 


Through  well -respected  NGOs,  we  provided  electoral 
administration  assistance  to  a  receptive  Central  Election 
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Commission,  promoted  the  concept  of  free  elections,  and 
monitored  the  elections.   In  preparation  for  future  elections 
USAID  may  place  a  permanent  IFES  resident  advisor  in  Almaty  to 
work  with  the  CEC. 

However,  we  believe  it  is  important  to  emphasize  that 
Kazakhstan  --  despite  this  setback  --  has  made  substantial 
progress  in  democratic  reform,  and  our  democratization 
assistance  has  had  a  positive  impact. 

The  mass  media  are  by  and  large  free,  and  all  ethnic  groups 
have  the  opportunity  to  get  their  views  across.   Kazakhstan 
does  not  have  a  "gulag"  of  political  prisoners. 

The  previous  parliament  adopted  a  progressive  constitution 
-  -  with  expert  advice  we  funded  from  the  American  Bar 
Association  --  and  the  Constitutional  Court  has  shown 
independence  in  promoting  proper  implementation  of  this 
document.   Kazakhstan  has  also  shown  itself  to  be  very  open  to 
foreign  visitors,  information  and  exchanges.   We  have  worked 
aggressively  to  expose  key  decisionmakers  and  reformers  to  the 
ideas  and  practices  that  encourage  democratic  society. 

We  want  to  take  advantage  of  the  progress  made,  and  press 
for  further  advances. 

Let  us  also  bear  in  mind  that  the  United  States  has 
substantial  security  and  economic  interests  which  need  to  be 
considered  in  establishing  assistance  levels  in  Kazakhstan. 
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D.    Kyrgyzstan 

QUESTION:   Kyrgyzstan  has  been  an  "exemplar  of  democratic 
pluralism,"  and  has  been  extraordinarily  receptive  to  U.S. 
assistance  efforts.   While  Kyrgyzstan  faces  a  particularly 
difficult  set  of  economic  circumstances,  the  positive  environment 
for  reform  enhances  prospects  for  development  of  a  self- 
sustaining  economy. 

Given  that  one  of  the  guiding  principles  of  the  U.S. 
assistance  program  has  been  that  countries  will  receive 
aid  in  relation  to  their  progress  toward  economic  and 
political  reform,  why  has  Kyrgyzstan  received  less 
assistance  per  capita  than  Georgia  and  Armenia,  two 
countries  who  have  made  very  little  progress  toward 
reform? 

What  is  your  assessment  of  the  current  status  of  the 
Kyrgyz  economy? 

ANSWER: 

We  completely  agree  that  Kyrgyzstan  has  demonstrated  an 
unwavering  commitment  to  economic  and  democratic  reform. 
.  However,  while  the  climate  fcr  reform  is  encouraging,  there  are 
significant  challenges  to  the  development  of  a  self-sustaining 
economy,  including  Kyrgyzstan' s  limited  resource  base. 

In  FY  92,  based  on  its  early  progress  in  reform,  Kyrgyzstan 
was  the  recipient  of  more  assistance  per  capita  than  any  other 
NIS.   However,  in  FY  93  and  now  in  FY  94,  Georgia  and  Armenia 
have  surpassed  Kyrgyzstan  in  this  category  due  to  large  amounts 
of  humanitarian  assistance  that  the  U.S.  Government  has 
provided  to  the  vulnerable  populations  of  both  countries. 
Although  Georgia  and  Armenia  have  received  significant 
humanitarian  assistance,  they  have  received  relatively  little 
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technical  assistance.   Conversely,  Kyrgyzstan  has  received  a 
full  program  with  assistance  resources  placed  in  all  12 
assistance  categories.   Due  to  the  difficult  times  that 
Kyrgyzstan  currently  faces,  the  U.S.  has  placed  Kyrgyzstan  on 
the  humanitarian  priority  assistance  list  immediately  after  the 
Caucasus  region  and  Tajikistan, 

The  economic  outlook  for  the  Kyrgyz  economy  in  our  view  is 
mixed.   While  the  Kyrgyz 's  economic  reform  policies  are 
admirable,  they  have  not  been  uniformily  implemented.   We  are 
increasingly  concerned  over  persistent  slippage  from 
Kyrgyzstan's  fiscal  and  monetary  targets.   Unfortunately, 
because  Kyrgyzstan's  economic  policies  have  diverged  from  the 
targets  of  its  IMF  program  (standby  agreement),  the  IMF  has 
decided  to  implement  the  Enhanced  Structural  Adjustment 
Facility  (ESAF)  in  Kyrgyzstan. 

The  ESAF  is  designed  to  provide  strong,  comprehensive 
reform  programs  to  low-income  countries  experiencing  chronic 
balance  of  payments  deficits  and  poor  growth.   We  have  urged 
the  Kyrgyz  Government  to  work  closely  with  the  IMF  and  the 
World  Bank  in  developing  a  new  macroeconomic  policy  framework. 
We  have  also  encouraged  increased  tightening  of  Central  Bank 
credit  and  the  improvement  of  tax  collection  and  overall 
revenue  performance.   It  is  our  hope  that  through  the  ESAF  and 
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other  IMF  and  World  Bank  supported  programs,  Kyrgyzstan  will 
continue  to  pursue  an  effective  economic  reform  program.   Our 
assistance  programs  will  remain  supportive  of  -this  process. 

Unlike  its  neighbors  to  the  north  and  the  east,  Kyrgyzstan 
has  limited  natural  resources  (exception  hydroelectric  power) 
and  limited  commercial  opportunity.   However,  we  have  urged 
Kyrgyz  officials  to  place  scarce  resources  in  areas  where  they 
have  comparative  advantage  — tourism,  agriculture,  energy  and 
mining  and  metallurgical  sectors.   Again,  our  assistance 
programs  will  look  for  ways  to  support  trade  and  investment  in 
these  sectors. 
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IV.   CORRUPTIOH,  ORGANIZED  CRIME  AND  RULE  OF  LAW  ISSUES 

QUESTION  1:   What  is  the  U.S.  doing  to  assist  in  addressing 
these  problems? 

Do  we  have  any  law  enforcement  assistance  programs  in 
place  to  help  combat  drugs,  terrorism  and  crime? 

—   What  U.S.  law  enforcement  agencies  have  a  presence  in 
the  countries  of  the  former  Soviet  Union? 

What  are  we  doing  to  help  the  Russian  government  combat 
corruption? 

ANSWER  l: 

• 

Our  rule  of  law  assistance  programs,  supported  with  NIS 
assistance  funds,  addresses  Russia's  fight  against  crime  and 
corruption  by  aiming  to  develop  an  effective  legal  infrastructure 
and  a  genuine  respect  for  the  rule  of  law.   Specific  program 
goals  include  developing  an  independent  judiciary  and  a 
professional  parliament,  improving  legal  training,  drafting  and 
implementing  legislation,  establishing  a  database  of  western  and 
Russian  legal  material,  and  conducting  public  education  and 
awareness  programs  to  promote  the  concept  of  a  rule  of  law 
society. 

With  funding  from  other  sources,  U.S.  law  enforcement 
officials  are  also  working  with  their  Russian  counterparts  to 
address  the  problem  of  crime  and  corruption.   The  FBI  and  Russian 
Ministry  of  Internal  Affairs  (MVD)  regularly  exchange  information 
on  cases  of  white  collar  and  organized  crime.   The  FBI  has  also 
sponsored  several  training  visits  by  MVD  officials  to  Washington. 
The  U.S.  Customs  Service  has  provided  training  in  law 
enforcement,  inspection  and  narcotics  interdiction.   U.S.  and 
Russian  customs  officials  also  conduct  joint  investigations  and 
information  exchanges. 

The  State  Department's  Bureau  of  International  Narcotics 
Matters  has  funded  training  courses  and  seminars  in  Moscow  in 
customs  procedures,  law  enforcement,  money  laundering,  asset 
forfeiture  and  international  chemical  control.   The  State 
Department  plans  to  contribute  $500,000  to  NIS  narcotics  control 
efforts  through  the  United  Nations  Drug  Control  Program. 


QUESTION  2:   What  is  the  impact  of  corruption  on  the  Russian 
military? 

How  many  officers  have  been  reprimanded  on  corruption 
charges? 

Do  any  of  our  aid  programs  focus  on  addressing 
corruption  in  the  Russian  military? 
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ANSWER  2: 


Criminal  activity  within  the  Russian  military  has  grown 
significantly;  there  are  ties  between  some  servicemen  and 
organized  crime.   According  to  media  reporting,  the  bleak 
financial  situation  for  many  of  the  Russian  military's  units  has 
led  to  widespread  corruption,  particularly  in  the  acquisition  of 
foodstuffs,  as  servicemen  attempt  to  ensure  financial  survival. 
Defense  Minister  Pavel  Grachev  has  stated  that  the  Ministry  of 
Defense  court-martialed  46  senior  officers  for  corruption  and 
3,000  officers  for  "illegal  business  deals"  in  1993.   The  U.S. 
currently  does  not  have  an  aid  program  specifically  designed  to 
address  corruption  in  the  Russian  military. 

QUESTION  3:   Last  year  President  Yeltsin  authorized  the 
formation  of  an  Interdepartmental  Commission  to  uncover 
government  corruption.   What  has  been  the  record  of  this 
Commission  in  fighting  corruption? 

Has  the  U.S.  provided  any  assistance  to  this 
Commission? 

ANSWER  3: 

The  Commission  formed  last  year  by  President  Yeltsin  is  one 
of  the  standing  committees  of  the  Russian  Security  Council.   It 
is  responsible  for  coordinating  the  efforts  of  the  Russian 
government  agencies  that  are  responsible  for  fighting  corruption, 
particularly  the  Minister  of  Internal  Affairs  and  the 
Counterintelligence  Service.   The  U.S.  has  not  provided  any 
assistance  to  the  interdepartmental  Commission. 

According  to  Russian  government  statistics,  1,500  officials 
were  investigated  or  arrested  in  connection  with  corruption 
charges.   This  number  significantly  underestimates  the  actual 
number  of  officials  that  are  engaged  in  corrupt  activities.   A 
recent  Ministry  of  Internal  Affairs  (MVD)  report  cites  corrupt 
MVD  and  a  lack  of  adequate  legislation  as  key  obstacles  to 
further  progress  in  fighting  corruption. 

QUESTION  4:   Russia's  criminal  code  was  last  revised  in 
1961.   Are  we  providing  any  assistance  to  help  revise  that  code? 

Why  have  we  chosen  to  focus  our  legal  assistance  on 
commercial  law  at  the  expense  of  needed  criminal  law 
reform? 

ANSWER  4: 

Major  revisions  to  Russia's  criminal  code  were  undertaken 
during  Gorbachev's  tenure  especially  in  the  area  of  defendant's 
rights  and  trial  by  jury.   Since  then,  the  Russians  have  made 
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further  minor  revisions  to  the  code. 

Russia  has  requested  little  assistance  in  this  area. 
However,  we  have  responded  to  all  requests.   Since  1992,  criminal 
law  and  procedure  reform  has  been  one  of  five  legal  areas 
addressed  by  the  American  Bar  Association  (ABA)  program  in  Russia 
with  some  assistance  provided  for  criminal  justice  reform  through 
the  drafting  of  new  criminal  laws  and  procedure  codes,  assisting 
in  the  re-introduction  of  jury  trials  and  the  training  of 
prosecutors  and  defense  attorneys.   As  requested,  we  provide 
assistance  through  training  programs  for  judges,  prosecutors  and 
defense  attorneys. 

One  of  the  basic  tenets  of  our  policy  toward  Russia  and  the 
other  NIS  is  to  encourage  trade  and  investment  which  will  benefit 
both  Russia  and  the  U.S.   Without  a  legal  climate  conducive  to 
foreign  investment  and  essential  to  conducting  business 
encouraging  U.S.  investment  is  difficult.   U.S.  business  is 
anxious  to  have  a  commercial  legal  system  in  place  which  can 
enforce  contracts,  protect  investments  and  handle  bankruptcy  and 
arbitration. 


QUESTION  5:   According  to  an  article  in  the  current  Foreign 
Affairs  journal,  Russian  policemen  are  so  poorly  equipped  that 
some  pursue  criminals  by  bus  and  taxi.   Have  we  provided  any  aid 
or  training  to  the  Russian  police? 

ANSWER  5: 

The  Russian  government  has  not  asked  for  assistance  in  this 
area  and  we  have  not  provided  law  enforcement  assistance  with 
Freedom  Support  Act  and  other  assistance  funds.   We  believe  that 
before  offering  law  enforcement  assistance,  laws  regulating 
criminal  activity  and  courts  and  other  institutions  capable  of 
enforcing  those  laws  must  be  in  place. 

Outside  of  the  assistance  program,  other  U.S.  government 
agencies  are  helping  the  Russian  government  address  crime  and 
corruption.   Over  the  past  four  years,  the  State  Department 
Bureau  of  International  Narcotics  Matters  has  provided  funding  to 
the  Drug  Enforcement  Administration  and  the  U.S.  Customs  Service 
in  drug  enforcement  and  anti-narcotics  training,  including  demand 
reduction  and  treatment  training,  to  Russia  and  other  NIS 
countries . 

The  FBI  and  the  Russian  Ministry  of  Internal  Affairs 
exchange  information  on  while  collar  and  organized  crime.   The 
Federal  Aviation  Authority  has  provided  training  on  airport 
security  and  the  Immigration  and  Naturalization  Service  has 
provided  training  for  airline  officials. 
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QUESTIONS  SUBMITTED  BY 

THE  SUBCOMMITTEE  ON  EUROPE  AND  THE  MIDDLE  EAST 

TO  THE  DEPARTMENT  OF  DEFENSE 

AND  RESPONSES  THERETO 


QUESTION  1:   What  is  the  purpose  of  the  Demilitarization 
Enterprise  Fund? 

—  We  have  a  Russian-American  Enterprise  Fund,  a  Fund  for 
Large  Enterprises  in  Russia  and  a  Eurasia  Foundation. 

Why  do  we  need  another  Fund? 

At  what  level  do  you  anticipate  funding  this  Fund  in  FY 
1994? 

When  will  this  fund  be  established? 

Will  it  function  like  the  Russian-American  Enterprise 
Fund  with  a  Board  of  Directors? 

—  If  so,  when  will  the  Board  be  announced? 

Once  the  fund  is  established,  is  it  your  expectation 
that  all  defense  conversion  and  demilitarization 
activities  will  take  place  through  this  fund? 

ANSWER  l: 

The  Demilitarization  Enterprise  Fund  was  established  by  the 
FY  1994  Defense  Authorization  Act  and  incorporated  as  a  private, 
non-profit  corporation  on  March  8,  1994  to  provide  us  with  an 
additional  mechanism  for  implementing  our  defense  conversion 
assistance. 

The  Fund  will  invest  exclusively  in  projects  to  convert  the 
defense  sector  of  the  industrial  base  in  Russia  and  other  New 
Independent  States  (NIS) ,  and  will  focus  in  particular  on  those 
industries  that  produce  weapons  of  mass  destruction,  including 
strategic  offensive  arms  and  chemical  weapons,  and  the  components 
for  such  weapons.   Unlike  the  Russian-American  Enterprise  Fund, 
Fund  for  Large  Enterprises  in  Russia  and  Eurasia  Foundation,  the 
Demilitarization  Enterprise  Fund  will  focus  specifically  on 
investments  involving  defense  conversion. 

Although  it  will  operate  similarly  to  the  other  U.S. 
government  funds,  the  Board  of  Directors  and  staff  of  the 
Demilitarization  Enterprise  Fund  will  have  specialized  experience 
and  expertise  in  the  private  sector  and  defense  industry 
necessary  to  identify  outstanding  opportunities  for  defense 
conversion.   We  are  looking  to  appoint  investment  bankers, 
venture  capitalists  and  others  who  can  identify  viable  defense 
conversion  projects  and  encourage  joint  ventures  and  private 
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capital  investment  that  will  lead  to  long-term  business 
relationships  between  U.S.  companies  and  converting  NIS  defense 
firms. 

The  Board  of  Directors  will  be  selected  by  the  Secretary  of 
Defense,  with  the  approval  of  the  President.   Mr.  Randolph 
Reynolds  has  been  appointed  the  Chairman  of  the  Fund.   We  expect 
the  first  awards  will  be  made  by  the  Fund  in  August  1994. 

The  Department  of  Defense  has  issued  a  grant  of  $7.67 
million  to  the  Demilitarization  Enterprise  Fund.   With  further 
authorization  from  Congress,  DOD  hopes  to  provide  a  total  of  $40 
million  to  the  Fund  in  FY  1994  with  similar  levels  of 
capitalization  envisioned  for  following  years.   It  is  anticipated 
that  the  DOD  grants  will  be  augmented  by  funds  from  private 
sources.   We  anticipate  that  a  major  part  of  DODs  defense 
conversion  assistance  will  take  place  through  the  Fund,  but  DOD 
may  continue  to  use  contracts  for  some  defense  conversion 
activities. 


QUESTION  2:   As  the  Department  of  Defense  plans  for  the 
future  of  the  Nunn-Lugar  program,  what  specific  accomplishments 
do  you  hope  to  achieve  in  denuclearization  and  demilitarization 
in  the  former  Soviet  republics  one  year  from  now?   Five  years 
from  now?   Ten  years  from  now? 

What  are  your  top  five  priorities  for  the  program  now 
and  will  they  be  the  same  in  the  future? 

ANSWER  2: 

Our  goals  for  the  next  year  are  to  continue  assisting  with 
the  removal  of  all  nuclear  weapons  from  the  territory  of  Ukraine, 
Belarus  and  Kazakhstan;  destroying  silos  in  Ukraine  and 
Kazakhstan;  to  assist  Russia  in  expediting  the  dismantlement  of 
strategic  offensive  arms  per  START  I  and  II;  and  the  destruction 
of  chemical  weapons.   In  line  with  this,  we  can  list  our  current 
priorities  as  follows: 

(1)  Assisting  with  the  deactivation,  dismantlement  and 
destruction  of  weapons  of  mass  destruction  (WMD) 
including  denuclearization  in  Ukraine,  Belarus  and 
Kazakhstan;  acceleration  of  the  pace  of  strategic 
dismantlement  in  Russia;  and  beginning  the  destruction 
of  chemical  weapons  in  Russia. 

(2)  Assisting  with  the  construction  of  a  safe,  secure 
fissile  material  storage  facility  in  Russia. 

(3)  Defense  conversion:  continue  to  promote  the  transition 
of  WMD  industry  to  civilian  production. 

(4)  Non-proliferation:  improve  control,  accounting  and 
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physical  control  over  civilian  (in  all  four)  and 
military  (Russia  only)  nuclear  programs,  help  to 
improve  export  control  systems  and  ensure  the 
transparency  and  irreversibility  of  the  nuclear  weapons 
reduction  process. 

(5)   Defense  and  military  contacts,  to  promote  transition 
and  reform  and  to  build  strong  working  relationships 
with  our  counterparts,  and  to  promote  positive  outcomes 
while  also  hedging  against  negative  developments  by 
providing  early  warning  if  developments  take  a 
threatening  turn. 

In  the  course  of  the  next  five  years,  we  expect  to  see 
Ukraine,  Belarus  and  Kazakhstan  entirely  free  of  nuclear  weapons, 
and  for  Russia  to  have  reached  its  START  I  levels  and  to  be 
continuing  on  with  dismantlement  to  START  II  levels.   In  ten 
years,  we  hope  that  the  Cooperative  Threat  Reduction  program  will 
no  longer  be  necessary,  with  Russia  having  fulfilled  its  treaty 
obligations  in  regards  to  weapons  of  mass  destruction. 

Question  3:   I  would  like  to  get  a  status  report  on  the 
tactical  and  strategic  nuclear  warheads  and  delivery  systems  in 
Ukraine,  Belarus,  and  Kazakhstan  and  if  any  Nunn-Lugar  funds  have 
been  used  or  will  be  used  in  the  dismantlement? 

First,  is  it  correct  to  state  that  all  tactical  nuclear 
warheads  from  Belarus,  Ukraine  and  Kazakhstan  have  now 
been  sent  back  to  Russia? 

Were  any  Nunn-Lugar  funds  used? 

In  Belarus:  Have  all  the  strategic  nuclear  warheads  and 
delivery  systems  been  sent  back  to  Russia? 

In  Ukraine:  Has  Ukraine  agreed  to  send  all  its 
strategic  warheads  back  to  Russia?   How  many  have 
already  been  sent?   And,  has  Ukraine  agreed  to 
eliminate  its  delivery  systems  and  how? 

In  Kazakhstan;  Has  Kazakhstan  sent  all  of  its  strategic 
nuclear  weapons  back  to  Russia  and  has  it  eliminated 
its  delivery  systems? 

AKSWER  3: 

All  tactical  nuclear  warheads  in  non-Russian  republics  have 
been  moved  to  Russia.   While  no  Nunn-Lugar  funds  were  used  for 
the  direct  process  of  moving  those  warheads,  some  of  the  supplies 
that  CTR  helped  to  provide,  such  as  armored  blankets  and  fissile 
material  containers,  were  used  to  transport  these  weapons  safely. 

27  SS-25  ICBMs  have  already  been  sent  from  Belarus  to 
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Russia  and  others  are  now  being  prepared  to  leave  the 
country.   Russia  and  Belarus  have  reached  an  agreement 
that  will  lead  to  the  removal  of  all  of  the  SS-25 
missiles  and  warheads  from  Belarus  by  the  end  of  this 
year. 

The  Trilateral  Agreement  between  the  United  States, 
Russia  and  Ukraine  cemented  Ukraine's  willingness  to 
deactivate  the  nuclear  missiles  on  its  territory  and  to 
send  the  warheads  to  Russia  for  dismantlement,  which 
they  first  agreed  to  in  signing  the  Lisbon  protocol. 
To  date,  30  of  Ukraine's  46  SS-24  missiles  have  been 
deactivated,  the  rest  will  be  deactivated  by  October. 
Thirty  SS-19  missiles  have  been  or  are  currently  being 
deactivated  and  will  soon  be  dismantled,  and  shipment 
of  both  SS-24  and  SS-19  warheads  to  Russia  has  begun, 
with  12  0  warheads  transferred  to  date.   We  are  also 
committed  to  help  in  the  elimination  of  silos  and 
missile  propellant  so  as  to  enable  Ukraine  to  fulfill 
its  START  obligations  and  its  commitment  to  become  a 
non-nuclear  state. 

12  SS-18S  and  120  warheads  have  been  removed  from  silos 
in  Kazakhstan,  and  the  process  of  dismantling  SS-18 
silos  is  expected  to  begin  this  year. 
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QUESTION   SUBMITTED  BY 

THE  HONORABLE  ROBERT  BORSKI  (D-PA) 

TO  THE  DEPARTMENT  OF  STATE 

AND  RESPONSES  THERETO 

HEARING  ON  FY  1995  FOREIGN  ASSISTANCE  TO  RUSSIA  AND  THE  NIS 

MARCH  24,  1994 


QUESTION:   How  much  money  has  the  Clinton  Administration 
actually  spent  on  CDP/CDR  during  the  current  fiscal  year? 

—  Does  the  Administration  still  plan  to  abide  by  its 
previously  stated  commitment  to  spend  the  full  $10 
million  during  fiscal  year  1994? 

ANSWER: 

The  Administration  is  more  than  meeting  the  original 
commitment.   A  total  of  $12.5  million  is  being  obligated  in  FY 
1994  for  the  CDP/CDR  program  from  both  Development  Assistance  and 
New  Independent  States  (NIS)  funding  sources.   The  CDF  is 
receiving  a  total  of  $7.5  million,  of  which  $4  million  is  for 
worldwide  core  funding  and  $3.5  million  is  for  Eastern  Europe  and 
the  NIS.   The  CDR  is  receiving  a  total  of  $5  million,  of  which 
$2.5  million  is  for  worldwide  core  funding  and  $2.5  million  is 
for  Eastern  Europe  and  the  NIS. 
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QUESTIONS  SUBMITTED  BY 

THE  HONORABLE  BEN  OILMAN  (R-NY) 

TO  THE  DEPARTMENT  OF  STATE 

AND  RESPONSES  THERETO 

HEARING  ON  FY  1995  FOREIGN  ASSISTANCE  TO  RUSSIA  AND  THE  NIS 

MARCH  24,  1994 

QUESTION  1:   The  prosecution  of  Russian  scientist  Vil 
Mirzayanov  on  the  charge  of  disclosing  state  secrets  regarding 
the  Russian  military's  chemical  weapons  research  —  which  has  now 
been  dropped  by  the  Russian  government's  Procurator  General  — 
focused  our  attention  on  the  vital  question  of  Russian  chemical 
arms  production. 

The  GAG  office  has  now  released  a  report  stating  that 
internal  political  chaos  and  a  lack  of  funds  have  prevented 
Russia  from  destroying  its  stockpile  of  chemical  arms  under  the 
international  "Chemical  Weapons  Convention." 

What,  specifically,  has  to  be  done  in  this  regard? 

What  has  already  been  done? 

ANSWER  l: 

First,  I  should  note  that  the  Chemical  Weapons  Convention 
has  not  yet  entered  into  force.   The  earliest  it  can  become 
effective  is  January  13,  1995.   Until  entry  into  force  parties 
are  not  obligated  by  the  provisions  of  the  Convention.   After 
entry  into  force  all  parties  will  be  required  to  destroy  chemical 
weapons  stockpiles  within  ten  years. 

The  U.S.  is  committed  to  working  closely  with  the  Russian 
Federation  on  chemical  weapons  (CW)  destruction.   In  order  to 
destroy  its  chemical  weapons  stockpile,  Russia  needs  to 
accomplish  many  of  the  same  things  we  in  the  United  States  have 
been  working  on:  location  of  CW  destruction  sites,  identification 
of  proper  technology  to  ensure  environmentally  sound  destruction 
and  close  cooperation  and  information  sharing  with  communities 
near  areas  where  destruction  will  take  place. 

The  Department  of  Defense  has  identified  $55  million  in 
Nunn-Lugar  funds  to  support  Russian  efforts  in  planning  for  CW 
destruction.   A  portion  of  this  money  will  go  to  equip  a  modern 
analytical  laboratory  which  will  be  essential  in  developing 
quality  control  measures,  conducting  baseline  studies  and 
training  technicians. 

Several  months  ago,  DOD  agreed  with  Russia  on  a  1994  program 
of  work  for  CW  destruction  planning.   A  U.S.  contractor  will 
shortly  be  selected  to  assist  in  preparing  a  plan  that  will 
enable  the  Russians  to  address  emergency  response,  environmental 
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concerns,  potential  destruction  technologies  and  public  outreach 
policies.   If  this  effort  proceeds  successfully,  our  goal  is  to 
provide  other  U.S.  contractors  to  assist  the  Russians  in  building 
facilities  to  destroy  their  chemical  weapons. 

QUESTION  2:   Under  the  memorandum  issued  by  National 
Security  Adviser  Anthony  Lake  on  May  19,  1993,  the  "Assistance 
Coordination  Group,"  chaired  by  the  State  Department's 
Coordinator  of  U.S.  Assistance  to  the  New  Independent  States,  is 
to  be  the  focal  point  for  interagency  deliberation  on  our 
bilateral  aid  to  the  NIS. 

That  memorandum  also  stated  that  department  and  agency  heads 
shall  ensure  that  all  actions  under  consideration  by  their 
departments  and  agencies  that  might  have  significant  implications 
for  our  bilateral  aid  to  the  NIS  are  considered  by  that  group. 

Coordination  is  very  important  in  this  aid  program,  given 
our  limited  resources,  but  I  am  concerned  that,  given  normal 
bureaucratic  inclinations,  some  of  our  agencies  might  not  be 
"coordinating"  their  actions  as  well  as  they  ought  to. 

I  would  appreciate  your  comments  on  this. 

ANSWER  2: 

Coordination  will  never  be  perfect  but,  considering  the  size 
and  complexity  of  the  program,  the  coordination  process  is  going 
well.   Amb.  Simons,  the  Coordinator  of  U.S.  Assistance  to  the 
NIS,  holds  regular  meetings  of  all  agencies  providing  assistance 
to  the  former  Soviet  Union  that  has  proven  an  effective  tool  in 
the  coordination  process.   His  staff  also  chair  a  series  of 
interagency  meetings  on  specific  programs  such  as  rule  of  law, 
economic  advisers,  health  care,  programs,  etc. 

QUESTION  3:   The  President's  budget  request  projects  that 
U.S.  assistance  to  the  NIS  as  declining  from  $900  million  in  FY 
1995  to  $500  million  in  FY  1999.   I  certainly  welcome  your 
characterization  of  this  aid  program  as  temporary  and 
transitional  in  nature,  and  I  agree  that  many  of  these  countries 
do  have  considerable  resources.   I  wonder,  however,  if  your 
budget  projections  are  truly  realistic. 

In  just  the  environmental  area,  the  problems  are  tremendous, 
and  the  spread  of  pollution  from  these  countries  —  especially 
toxic  and  radioactive  materials  —  might  be  a  threat  to  us  all. 

The  European  Bank  for  Reconstruction  and  Development  (EBRD) 
also  reports  that  the  economies  of  these  states  declined  by  11% 
in  1991,  19%  in  1992  and  13%  in  1993.   Meanwhile,  the  World  Bank 
estimates  that  the  economies  of  these  states  will  grow  by  no  more 
than  1%  from  1994  to  1997  and  by  no  more  than  2%  up  to  the  year 
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2012. 

With  these  two  points  in  mind,  I  would  like  you  to 
comment  on  your  budget  projections  for  our  aid  program - 
How  realistic  are  they? 

ANSWER  3: 

Our  assistance  program  is  not  designed  to  continue  until  the 
last  of  the  NIS  is  a  Friedman  free-market  economy  and  a 
Jeffersonian  democracy.   Similarly,  our  assistance  in  the 
environment  is  not  intended  to  clean  up  existing,  large-scale 
contamination,  but  rather  to  establish  regulatory  mechanisms  and 
technological  improvements  to  reduce  future  environmental  damage. 
Clearly,  this  transformation  will  take  generations.   Our 
assistance  program  is  designed  to  help  these  nations  reorient 
their  considerable  human  and  natural  resources  so  to  establish 
themselves  on  the  irrevocable  path  to  political  and  economic 
reform.   These  are  realistic  goals.   These  nations'  performance 
during  this  reorientation  will  also  determine  when  they  graduate 
from  the  assistance  program. 

QUESTION  4:   At  least  one  legislative  proposal  has  been 
introduced  in  the  Congress  to  cut  back  on  our  aid  to  Russia 
unless  the  President  can  certify  several  things,  namely,  an  end 
to  Russian  espionage  against  the  U.S.,  an  end  to  Russian  policies 
meant  to  undermine  the  independence  of  the  other  newly 
independent  states  and  the  continuation  of  economic  reform  in 
Russia,  among  other  things. 

That  proposal  would  still  allow  humanitarian  aid,  exchange 
programs,  certain  democracy-building  programs,  and 
demilitarization  assistance  if  the  President  is  unable  to  make 
such  certifications. 

I  would  like  you  to  comment  on  such  proposals. 

How  would  such  a  measure  concretely  affect  our  aid 
program  for  Russia? 

Could  the  President,  in  your  view,  be  able  to  make  such 
a  certification  about  possible  Russian  espionage  in  the 
U.S.? 

Given  the  exemptions,  what  aid  programs  for  Russia 
would  actually  be  ended  if  such  a  measure  were  enacted? 

Privatization? 

Agriculture  reform? 

Environmental  assistance? 
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ANSWER  4: 

It  is  very  difficult  to  specify  the  effect  of  still-being- 
formulated  constraints  on  our  assistance  to  Russia.   We  do  now 
take  into  consideration  a  wide  range  of  factors  regarding  the 
activities  of  recipients  of  assistance.   All  of  the  assistance  we 
provide  is  in  the  national  security  interest  of  the  United 
States.   To  constrain  the  President's  ability  to  provide  this 
assistance  would  be  counter-productive  to  U.S.  national  security 
interests. 

QUESTION  5:   The  European  Union's  TACIS  has  now  awarded  a 
contract  to  the  Italian  company  of  Lievetti  to  retrain  up  to 
16,000  retiring  military  officers  to  manage  commercial  and 
industrial  enterprises. 

I  would  like  you  to  tell  me  how  our  demilitarization 
programs,  technical  assistance  programs,  civilian  enterprise 
funds  and  economic  aid  programs  are  coordinated  with  such  EU 
programs,  both  in  this  specific  case  and  in  general. 

ANSWER  5: 

All  our  assistance  programs  to  the  NIS  are  coordinated  with 
the  European  Union  through  quarterly  meetings  between  the  U.S. 
Coordinator  of  Assistance  to  the  NIS,  Thomas  W.  Simons,  Jr.,  and 
senior  officials  in  the  TACIS  and  ECHO  (humanitarian  aid)  units, 
as  well  as  high-level  European  Union  political  officials.   During 
these  quarterly  meetings,  either  in  Washington  or  Brussels,  the 
two  sides  discuss-  specific  types  of  assistance,  such  as 
retraining  of  military  officers,  or  the  needs  of  a  particular  NIS 
country  and  try  to  develop  ways  to  eliminate  any  duplication  of 
effort  and  identify  ways  to  work  together  on  problems  where  no 
single  donor  country's  resources  are  adequate. 

QUESTION  6:   On  February  24,  the  Wall  Street  Journal 
published  a  story  entitled  "Helping  Ourselves:  U.S.  Aid  to  Russia 
is  Quite  a  Windfall  —  For  U.S.  Consultants."   That  article 
contained  numerous  criticisms  of  our  technical  assistance 
programs  in  the  New  Independent  States,  including  allegations 
that: 

•  The  program  benefits  so-called  "beltway  bandits" 
here  in  the  U.S.  far  more  than  average  Russians; 

•  The  cost  of  U.S.  consultants  is  about  double  that 
of  native  contractors  in  the  NIS,  but  that  AID 
would  rather  deal  with  well-established  American 
contractors  with  whom  it  has  dealt  previously; 

•  AID'S  discrimination  against  contracts  with 
organizations  native  to  the  NIS  extends  to 
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voluntary  organizations,  which  have  consistently 
lost  out  to  well-established  groups  like  the  Red 
Cross  and  the  United  Way; 

•  AID'S  indefinite  quantity  contracts,  while  meant 
to  show  the  rapid  obligation  of  money  in  our  NIS 
aid  program,  actually  leave  the  details  of  a  given 
program  to  be  worked  out  later;  and 

•  in  line  with  our  Marshall  Plan  experience,  it 
would  be  cheaper  to  bring  business  trainees  to  the 
U.S.  rather  than  paying  for  such  consultants. 

I  would  like  you  to  comment  on  these  allegations. 

ANSWER  6: 

The  assistance  program  for  NIS  is  intended  to  support  reform 
and  reformers  in  the  former  Soviet  Union  as  they  make  the 
transition  to  market  economies  and  democratic  governments.   These 
changes  will  take  time,  perhaps  generations,  before  they  are 
complete.   What  we  bring  to  the  people  of  the  NIS  is  two 
centuries  of  experience  in  capitalism  and  democracy.   Our 
comparative  advantage  is  in  these  two  areas:   the  way  we  provide 
assistance  in  these  areas  is  through  experts.   Using  competitive 
contracts,  usually  won  by  American  enterprises,  AID  selects 
expertise  to  send  to  the  NIS  to  assist  in  these  two  transitions. 

•  We  could  provide  cash  to  "average  Russians."   That,  however, 
would  lay  no  groundwork  for  a  sustained  transition  to  market 
economic  or  democratic  government.   It  would  go  quickly  to  a 
small  number  of  Russians  —  the  $2.5  billion  this  year  is  only 
about  83  cents  per  month  when  spread  over  the  people  of  the  NIS. 
Better,  we  think,  to  provide  assistance  that  lasts  in  the  form  of 
market  and  democratic  institutions. 

AID  is  concerned  about  accountability  for  the  funds 
entrusted  to  it  by  the  State  Department,  the  Congress  and  the 
American  people.   They  are  careful  to  work  with  responsible 
people;  this  is  especially  important  when  working  in  the  NIS 
where  crime  and  corruption  are  a  problem. 

In  order  to  provide  assistance  quickly  as  the  President  and 
Congress  have  directed,  AID  has  designed  mechanisms  to  bring 
experts  in  market  and  democratic  institutions  under  contract  at 
the  same  time  as  the  tasks  in  the  individual  countries  are  being 
finalized.   As  the  tasks  are  finalized  in  a  given  NIS,  the  task 
orders  are  written  to  the  experts  that  have  been  brought  under 
contract.   This  parallel  effort  reduces  the  time  that  it  normally 
takes  to  get  AID  assistance  to  the  field. 

We  are  bringing  a  large  number  of  exchanges  to  the  United 
States,  over  20,000  with  this  year's  funds.   This  is  of  the  same 
order  of  magnitude  as  the  Marshall  Plan's  exchanges. 
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QUESTION  7:   We  see  reports  that  industry  in  Russia  and  the 
other  New  Independent  States  is  literally  collapsing.   At  the 
same  time,  we  receive  reassuring  reports  from  the  Administration 
that  privatization  of  enterprises  in  Russia  is  moving  ahead 
nicely,  laying  the  solid  foundation  for  a  prosperous,  free  market 
economy  in  the  future. 

Isn't  the  reality  that  large  segments  of  Russia's 
industry  are  completely  obsolete  and  will  never  be  able 
to  compete  in  the  world  economy  in  their  present 
condition? 

Given  that  fact,  wouldn't  it  be  accurate  to  state  that 
privatization  of  such  obsolete  enterprises  is  missing 
the  point  —  that  privatized  or  not,  they  just  aren't 
worth  much? 

Prime  Minister  Chernomyrdin  and  Central  Bank  President 
Gerashchenko  have  often  spoken  about  the 
"deindustrialization"  of  Russia  as  a  result  of  this 
process  in  defending  their  efforts  to  prop  up  such 
enterprises.   There  have  been  indications  that,  in 
order  to  settle  the  tremendous  debts  of  all  of  Russia's 
enterprises  —  privatized  or  not  —  Chernomyrdin  might 
initiate  a  program  under  which  the  government  would  go 
over  their  books  and  decide  which  debts  they  will  pay 
and  which  they  won't.   Would  that  be  practical? 

Wouldn't  that  mean  that  privatization  is  not  quite 
complete,  even  in  those  firms  that  have  already 
been  privatized? 

ANSWER  7: 


It  is  true  that  many  Russian  enterprises  have  obsolete 
plant  and  equipment  and,  in  their  present  condition,  are 
uncompetitive  on  the  world  market.   Eventual  bankruptcy  is  not 
incompatible  with  privatization. 

In  fact,  as  long  as  these  enterprises  are  owned  and 
controlled  by  the  state,  they  will  be  able  to  turn  to  the 
government  for  subsidies  on  social  welfare  grounds,  if  none 
other.   Privatization  is  a  necessary  (if  not  sufficient) 
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condition  for  transformation  of  the  economy.   As  the  necessary 
infrastructure  comes  into  place,  enterprises  will  increasingly 
be  forced  to  either  become  competitive  or  go  bankrupt.   The 
transformation  to  a  market  economy  is  not  an  instantaneous 
process,  but  without  cutting  the  direct  link  to  the  state 
through  privatization,  it  can  not  even  get  started. 

Russian  government  officials  are,  understandably,  concerned 
about  the  loss  of  Russia's  industrial  base,  but  they  also 
recognize  that  the  only  way  it  can  be  preserved  is  if  it  is 
competitive.   It  is  important  to  remember  that,  despite  all  the 
difficulties  it  faces  in  transforming  the  command  economy  into 
a  market  economy,  Russia  is  potentially  a  tremendously  wealthy 
country,  rich  in  natural  resources  and  human  capital. 

The  problem  of  interenterprise  debt  is  a  serious  one,  and 
the  Russian  government  has  been  considering  a  variety  of 
solutions.   It  will  be  important  to  find  a  non- inflationary 
solution  to  the  problem. 


QUESTION  8:   What  is  the  extent  of  the  environmental 
problems  in  the  New  Independent  States? 

What  is  the  status  of  our  environmental  assistance 
programs  meant  to  respond  to  those  problems? 

How  are  our  efforts  being  coordinated  with  other 
countries  and  the  independent  financial  institutions? 
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ANSWER  8t 

The  former  Soviet  Union's  past  industrial  and  nuclear 
practices  have  left  it  the  world's  most  contaminated  region. 
Radioactive  waste  poses  the  greatest  threat  to  the  environment, 
followed  by  water  pollution  and  chemical  waste.   Environmental 
pollution  exacerbates  the  public  health  crisis  throughout  much 
of  the  newly- independent  states  (NIS) . 

$12  million  in  FY93  and  $73  million  in  FY94  have  been 
allocated  by  the  US  to  the  NIS  for  environmental  assistance. 
The  principal  objective  is  to  contribute  to  both  immediate  and 
long  term  environmental  quality  improvements  while  supporting 
market-based  economic  restructuring,  US-NIS  trade  and 
investment,  and  the  establishment  of  democratic  institutions. 
Many  of  the  programs  and  projects  have  been  implemented  by 
USAID  and  carried  out  in  partnership  with  EPA.   Whenever 
possible,  the  .USG  coordinates  assistance  with  international 
organizations,  like  the  World  Bank,  IMF,  the  UN,  as  well  as 
other  donor  nations.   For  example,  in  the  Aral  Sea  region  the 
USG  has  compiled  project  information  and  coordinated  assistance 
with  other  donor  nations  and  institutions  to  avoid  repetition 
of  efforts. 


QUESTION  9:   How  are  our  assistance  programs  being  targeted 
to  induce  the  Russian  government  to  end  its  blatant  military 
intervention  in  the  independent  state  of  Moldova? 

ANSWER  9: 
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We  fully  support  Moldova's  call  for  the  withdrawal  of  the 
Russian  14th  Array  from  its  territory,  and  have  made  this  point 
with  the  Russians  and  Moldovans  on  many  occasions  --  most 
recently  in  May  and  June  during  my  visits  to  the  area. 

Russia  and  Moldova  have  been  negociating  a  withdrawal  date 
for  the  14th  Army  for  two  years.   The  most  recent  round  of 
talks  ended  June  8  in  Moscow  with  the  two  sides  reportedly 
narrowing  the  gap  between  their  respective  positions.   Moldova 
is  now  calling  for  the  14th  Army's  withdrawal  to  be  completed 
by  January  1,  1996,  while  Russia  is  asking  for  three  years  from 
the  time  of  final  agreement. 

Our  assistance  programs  in  both  Russia  and  Moldova  are 
designed  to  promote  democratic  and  market  reforms.   The  success 
of  reformers  in  the  former  Soviet  Union  would  in  turn  promote 
the  peaceful  resolution  of  foreign  policy  problems,  such  as  the 
status  of  Russia's  14th  Army  in  Moldova. 


QUESTION  10:   Industry  in  Russia  is  now  collapsing  with 
hundreds  of  thousands  of  workers  thrown  out  of  work  or  simply  no 
longer  being  paid. 

Can  you  give  us  an  instance  in  which  a  coordinated 
program  is  now  being  conducted  —  right  now  —  in  a 
Russian  city  to  provide  direct  assistance  to  unemployed 
or  unpaid  workers  of  a  major  enterprise? 

I  saw  an  article  recently  on  the  textile  mill  complex 
in  the  Russian  city  of  Ivanovo  that  seemed  typical  of 
the  problem  of  collapsing  industry  and  unemployment 
there.   Can  you  tell  me  what  you  would  specifically  do 
to  help  this  extremely  painful  transition  for  the 
workers  of  Ivanovo? 

Can  U.S.  humanitarian  assistance  be  provided  on  an 
urgent  basis  to  the  many  thousands  of  workers  across 
Siberia  who  have  not  been  paid  for  months?   If  not,  why 
not? 

ANSWER  10: 

The  U.S.  assistance  program  does  not  attempt  to  provide 
unemployment  payments  to  Russian  people.   Neither  the  Congress 
nor  the  American  people  are  willing  to  provide  the  resources 
necessary  to  provide  this  kind  of  assistance  to  a  country  as 
large  and  as  well-endowed  as  Russia.   With  the  limited  amount  of 
funds  available  for  assistance  to  Russia  and  the  other  NIS  we  can 
help  them  set  up  the  democratic  and  market  institutions  that  will 
enable  them  to  provide  for  the  social  services  their  people  need. 
We  do  target  humanitarian  assistance  to  particularly  vulnerable 
groups,  such  as  pensioners,  large  families  and  institutionalized 
populations. 
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QUESTION  11:   How  can  U.S.  humanitarian  aid  or  other  types 
of  aid  be  brought  to  bear  rapidly  to  defuse  growing  tensions 
between  the  substantial  ethnic  Russian  population  in  Ukraine  and 
the  ethnic  Ukrainian  majority? 

If  nothing  is  done,  shouldn't  we  expect  that  tension  to 
explode  into  conflict  some  time  in  the  near  future? 

ANSWER  11: 

Our  assistance  can  only  be  of  use  where  the  host  countries 
are  committed  to  reform.   Only  recently  has  the  government  of 
Ukraine  been  willing  to  commit  to  the  difficult  steps  required  to 
reform  its  economy.   This  has  enabled  us  to  increase 
substantially  the  assistance  set  aside  for  Ukraine.   We  believe 
that  economic  reform  and  the  development  of  democratic  processes 
are  the  means  by  which  Ukrainians  of  all  ethnic  groups  will 
eventually  be  able  to  work  out  their  conflicts.   U.S.  assistance, 

particularly  in  the  area  of  legal  and  constitutional  reform 
could  contribute  to  this  process.  ' 

QUESTION  12:   We  speak  a  lot  here  about  coordination  of  u  S 
assistance  programs  for  the  New  Independent  States,  but  what  are' 
the  concrete  mechanisms  by  which  we  coordinate  our  aid  programs 
with  the  European  Union,  other  donor  countries,  international 
financial  institutions,  and  so  on? 

ANSWER  12: 

The  United  States  coordinates  its  assistance  programs  to 

the  NIS  with'  other  bilateral  countries  and  multilateral 

organizations  in  three  ways: 

First,  the  U.S.  Government  conducts  regular  bilateral 
meetings  and  consultations  with  the  European  Union  and 
the  other  large  donor  countries,  such  as  Germany, 
France,  Japan,  and  Canada. 

Second,  the  United  States  participates  in  the  World 
Bank-led  consultative  groups  (CG)  meetings  for  each  of 
the  twelve  NIS  countries.   The  purpose  of  these  CG 
meetings  is  to  eliminate  duplication  of  effort  among 
international  donors,  to  discuss  a  particular  NIS 
country's  economic  reform  program  and  key  structural 
reform  priorities,  to  identify  technical  and 
humanitarian  assistance  regui rements ,  and  to  ensure 
proper  financing  for  those  NIS  countries  which  are 
embarking  upon  full  IMF  programs. 
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Third,  multilateral  assistance  to  Russia  is 
coordinated  through  the  G-7  Special  Implementation 
Group  (SIG) .   The  principal  objectives  of  the  SIG  are 
to  facilitate  the  implementation  of  G-7  assistance  to 
Russia  through:  (1)  close  exchange  of  information  and 
coordination  within  the  G-7;  (2)  close  communication 
and  consultation  with  high-level  Russian  officials  in 
counterpart  institution(s) ;  (3)  supplementing  and 
complementing  the  activities  of  the  CG  on  Russia;  and, 
(4)  close  consultation  and  coordination  with  the 
international  financial  institutions  (IFIs)  and  their 
representatives  in  Moscow  and  with  other  countries  and 
institutions  making  important  assistance  contributions 
to  Russia. 


QUESTION  13:  The  annual  report  on  our  assistance  strategy 
for  the  New  Independent  States  says  that  our  goal  is  to  achieve 
normal  and  productive  relations  between  those  states. 

I  would  like  you  to  address  the  recent  reports  that 
Russia  has  placed  pressure  on  Kazakhstan,  Turkmenistan 
and  Azerbaijan  to  award  it  "percentages"  in  valuable 
energy  contracts  in  those  states  by  manipulating  the 
flow  of  their  energy  exports  through  Russian-owned 
pipelines.   How  could  U.S.  policy  and  assistance  be 
brought  to  bear  to  end  such  manipulation? 

ANSWER  13: 

These  reports  —  the  details  of  which  are  unconfirmed  -t 
indeed  perturb  us.   Such  behavior  on  the  part  of  the  Russians 
could  damage  not  just  regional  political  relations  but  also  the 
interests  of  U.S.  and  other  foreign  oil  companies  which  have 
labored  to  achieve  these  energy  production  contracts.   Though  the 
U.S.  government  is  not  a  directly  involved  party,  we  will  be 
reiterating,  to  the  Russians  especially,  that  commercial  issues 
like  pipeline  access  and  rights-of-way  should  be  based  on 
international  principles  such  as  those  being  negotiated  in  the 
European  Energy  Charter,  including  common  carrier  access  and  non- 
discriminatory tariffs. 

QUESTION  14:   What  is  the  status  of  the  effort  assigned  to 

the  international  financial  institutions  to  finance  reform  of 

social  welfare  systems  in  Russia  and  the  other  New  Independent 
States? 

Given  the  collapse  of  their  economies,  is  this  effort 
being  done  on  an  urgent  basis? 

ANSWER  14: 
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The  World  Bank  is  in  the  final  stages  of  approval  of 
approximately  $1.5  billion  of  infrastructure  projects  for 
Russia,  specifically  in  the  areas  of  highway  maintenance, 
rehabilitation  of  the  oil  sector,  development  of  financial 
institutions,  support  for  enterprise  restructuring,  and 
agriculture  reforms.   These  loans  will  help  to  promote 
structural  reform  in  key  sectors  of  the  economy,  leading  to 
greater  employment  opportunities  and  long-term  growth. 

The  $3  billion  Special  Privatization  and  Restructuring  Program 
(SPRP)  announced  at  the  G-7  Summit  last  July  is  building  a 
network  of  equity  funds  to  help  restructure  large  privatized 
firms  in  Russia.   The  SPRP  also  includes  a  commitment  from  the 
World  Bank  to  extend  a  $500  million  Social  Safety  Net  (SSN) 
loan  to  help  firms  shed  social  services.   We  are  encouraged  by 
the  attention  Prime  Minister  Chernomyrdin's  Government  is 
devoting  to  improving  and  modernizing  its  social  protection 
system.   With  the  Government  of  Russia's  participation,  the 
Bank  should  focus  the  SSN  loan  on  helping  the  local  governments 
take  on  social  infrastructure  (clinics,  schools,  and  day  care 
centers)  that  are  spun  off  by  restructuring  enterprises. 

We  continue  to  believe  that  the  political  stability  of  the  NIS 
region  can  be  secured  only  if  these  countries  push  ahead  with 
economic  reform.   A  stable  economy  is  the  best  social 
protection  these  governments  can  provide.   Western  donor 
nations  and  the  international  financial  institutions  must,  in 
turn,  continue  to  mobilize  necessary  financing  to  encourage  and 
reinforce  reform  in  these  countries. 


QUESTION  15:  How  do  you  expect  the  criticisms  of  electoral 
procedures  in  Kazakhstan's  parliamentary  elections  in  late  March 
to  affect  our  assistance  programs  for  that  country? 

ANSWER  15: 

We  share  your  concerns  about  the  conduct  of  the  recent 
parliamentary  elections  in  Kazakhstan,  and  have  delivered 
strong,  clear  messages  to  the  senior  Kazakhstani  leadership. 


Despite  this  setback,  Kazakhstan  has  made  substantial 
progress  in  democratic  reform.   The  mass  media  are  by  and  large 
free,  and  all  ethnic  groups  have  the  opportunity  to  get  their 
views  across.   Kazakhstan  does  not  have  a  "gulag"  of  political 
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prisoners.   The  previous  parliament  adopted  a  progressive 

constitution,  and  the  Constitutional  Court  has  shown 
independence  in  promoting  proper  implementation  of  this 
document.   Kazakhstan  has  also  shown  itself  to  be  very  open  to 
foreign  visitors,  information  and  exchanges. 

Our  assistance  programs  should  continue  in  order  to  support 
Kazakhstan's  transition  to  an  open  and  fair  democratic 
society.   We  want  to  take  advantage  of  the  progress  made,  and 
press  for  further  advances. 

Let  us  also  bear  in  mind  that  the  United  States  has 
substantial  security  and  economic  interests  in  Kazakhstan  that 
must  be  taken  into  account  in  establishing  assistance  levels. 
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QUESTIONS  SUBMITTED  BY 

THE  HONORABLE  JAN  MEYERS  (R-KS) 

TO  THE  DEPARTMENT  OF  STATE 

AND  RESPONSES  THERETO 

HEARING  ON  FY  1995  FOREIGN  ASSISTANCE  TO  RUSSIA  AND  THE  NIS 

MARCH  24,  1994 

QUESTION  1;   I  believe  that  dismantling  of  Russian  nuclear 
weapons  is  one  of  the  most  important  components  of  our  assistance 
program,  and  one  of  the  best  arguments  in  defending  that  program 
to  the  American  people.   However,  I  have  not  seen  many  results 
from  that  aspect  of  our  program.   At  an  earlier  hearing,  I  asked 
if  any  Russian  nuclear  weapons  had  been  dismantled  through  our 
Nunn-Lugar  program,  and  was  told  that  we  did  not  know.   As  of 
December  31,  1993,  of  the  $215  million  obligated  for  security 
assistance  to  Russia  under  the  Vancouver  aid  package,  only 
$500,000  had  been  expended. 

What  additional  amounts  have  been  expended  since  then 
and  what  has  been  achieved  through  that  expenditure? 

How  much  of  the  total  $1.2  billion  of  Nunn-Lugar 
funding  has  been  obligated  and  expended? 

Have  any  Russian  nuclear  weapons  actually  been 
dismantled? 

ANSWER  l: 

A  portion  of  this  response  was  submitted  in  classified  form 
and  can  be  found  in  the  Subcommittee's  files.   Following  is  the 
unclassified  portion  of  the  response: 

U.S.  assistance  under  the  Nunn-Lugar  legislation  will  play  a 
key  role  in  facilitating  the  overall  process  of  warhead 
dismantlement.   The  legislation  authorizes  U.S.  assistance  for 
the  safe  and  secure  transportation,  storage  and  dismantlement  of 
nuclear  and  other  weapons.   SSD  agreements  that  we  have  signed 
with  Russia  to  date  have  largely  supported  Russian  dismantlement 
efforts  by  providing  assistance  related  to  the  transportation  and 
storage  of  nuclear  weapons  and  the  fissile  material  resulting 
from  their  dismantlement  —  for  example,  armored  blankets  to 
protect  warheads  in  transit,  upgrades  to  the  railcars  used  to 
transport  nuclear  weapons  and  fissile  material  to  improve  their 
safety  and  security  features,  containers  to  store  fissile 
material  from  dismantled  weapons  and  assistance  in  the  design  of 
a  storage  facility  for  this  material.   This  assistance  will 
facilitate  the  warhead  dismantlement  process.   The  Russians,  for 
example,  have  indicated  at  various  times  that  the  lack  of 
sufficient  storage  capacity  for  the  fissile  material  being 
removed  from  dismantled  weapons  is  the  biggest  bottleneck  in 
their  warhead  dismantlement  process.   Nunn-Lugar  dismantlement 
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assistance  has  focused  on  equipment  and  services  to  dismantle  and 
destroy  ballistic  missile  launchers,  missiles  and  heavy  bombers 
under  the  Start  Treaty. 

The  Russians  have  not  requested  U.S.  assistance  under  the 
Nunn-Lugar  program  for  the  actual  dismantlement  of  nuclear 
warheads.   The  Russians  have  indicated  to  us  that  they  have  more 
than  enough  capacity  to  dismantle  warheads.   Based  on  available 
information,  we  believe  this  is  the  case. 

In  the  near  future,  the  output  side  of  warhead  dismantlement 
process  in  Russia  will  become  more  transparent  and  will  likely 
increase  our  understanding  of  broader  dismantlement  activities  in 
Russia.   The  Joint  Statement  signed  by  Presidents  Yeltsin  and 
Clinton  at  the  January  Moscow  Summit  stated  that,  inter  alia,  the 
sides  will  consider  "steps  to  ensure  the  transparency  and 
irreversibility  of  the  process  of  reduction  of  nuclear 
weapons..."   We  and  the  Russians  are  currently  in  the  process  of 
setting  up  working  groups  to  determine  how  we  can  implement  this 
and  other  commitments  related  to  the  monitoring  and  control  of 
fissile  material.   On  March  16,  Secretary  O'Leary  and  Russian 
Minister  Mikhailov  also  signed  a  joint  statement  setting  in 
motion  a  process  intended  ultimately  to  establish  a  regime  to 
confirm  fissile  material  inventories  from  nuclear  dismantlement. 
This  will  begin  with  reciprocal  familiarization  visits  to  U.S. 
and  Russian  plutoniura  storage  facilities  in  July. 

In  sum,  while  we  do  not  now  have  a  direct  window  on  warhead 
dismantlement  in  Russia,  there  is  a  process  underway  that  is 
increasingly  making  dismantlement  related  activities  and  the 
status  of  fissile  material  increasingly  transparent. 

In  response  to  your  question  on  the  actual  expenditure  of 
Nunn-Lugar  funds,  roughly  $120  million  had  actually  been  expended 
by  the  end  of  March.   DOD  officials  have  testified  extensively  on 
the  reasons  behind  the  slow  expenditure  of  funds  before  the 
Foreign  Affairs  and  other  Congressional  Committees.   Expenditure 
rates  will  increase  significantly  beginning  this  fiscal  year. 
Also,  please  keep  in  mind  that  the  expenditure  rate  does  not 
necessarily  measure  the  full  influence  of  Nunn-Lugar  funding  on 
the  denuclearization  process.   For  example,  our  ability  to  commit 
FY  1994  funds  for  future  dismantlement  assistance  to  Ukraine  was 
crucial  to  ensuring  President  Kravchuk's  support  for  the  January 
12  Trilateral  Statement  signed  at  the  Moscow  Summit. 
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QUESTION  2:   Of  the  assistance  provided  to  the  NIS,  can  you 
tell  me  what  proportions  of  the  grant  assistance  have  gone  as 
cash  or  commodities  directly  to  the  central  government,  directly 
to  regional  or  local  governments,  to  NGOs  —  both  American  and 
local  —  and  to  American  contractors,  consultants  and  advisors? 


ANSWER  2: 

Of  the  economic  and  technical  assistance  to  the  NIS  provided 
under  the  FREEDOM  Support  Act,  only  about  25  percent  goes  to 
support  activities  of  the  central  governments  of  the  NIS. 
Support  for  the  privatization  ministries  is  an  example  of  the 
assistance  that  does  go  to  central  governments.   The  remaining 
75  percent  goes  to  NGOs,  PVOs ,  local  governments  and  private 

entities.   Most  of  the  assistance  is  providec^  through 
Americans — experts  hired  to  deliver  information  on  market  and 
democratic  institutions  and  volunteers  to  work  and  live  with 
Russian  farmers  and  workers.   The  enterprise  funds  will  provide 
direct  loans  and  investments  to  Russian  and  other  NIS  private 
enterprises . 
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QUESTION  3:   I  agree  with  Dr.  Brezezlnski's  conunent  that 
Russia  can  be  a  democracy  or  an  empire,  but  it  cannot  be  both.   ] 
believe  that  the  United  States  has  a  strong  interest  in  Russia 
not  resuming  its  imperial  status,  and  that  maintaining  an 
independent  Ukraine  is  the  key  factor  in  whether  that  happens. 
Unfortunately,  Ukraine's  economy  and  implementation  of  economic 
reform  actually  makes  Russia's  look  good  by  comparison.   A 
collapsing  economy  is  what  will  undermine  Ukraine's  hopes  for 
independence  from  within.   What  has  our  Ambassador  in  Kiev  done 
to  encourage  the  Ukrainian  government  to  pursue  serious  economic 
reforms? 


ANSWER  3: 

Ambassador  Miller  has  taken  a  lead  in  encouraging  a  high 
level  economic  dialogue  with  Ukraine's  leaders.   He  meets 
regularly  with  the  top  economic  policymakers  in  Ukraine, 
including  Minister  of  the  Economy  Shpek  and  Central  Bank 
chairman  Yushcheenko,  to  stress  the  need  for  Ukraine  to 
liberalize  its  economy,  stabilize  its  currency  and  begin  in 
earnest  to  privatize  state  enterprises.   Ambassador  Miller  has 
excellent  contacts  with  reformers  in  Parliament  and  has  held  a 
number  of  meetings  with  independent  economists.   Last  week 
Ambassador  Miller  met  with  the  mayors  of  Kharkiv,  Ternopil  and 
Lviv  to  announce  the  opening  of  a  USAID- funded  municipal 
finance  reform  program  for  these  major  Ukrainian  cities. 
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The  Ambassador  takes  a  strong  interest  in  small  business 
reform.   At  his  initiative,  the  embassy  is  sending  a  number  of 
Ukrainians  to  the  U.S.  on  exchange  programs  to.  work  with  small 
businesses  in  the  United  States  and  experience  first-hand  how  a 
market  economy  functions.   He  remains  in  close  contact  with 
American  businesses  in  Kiev;  since  his  arrival  last  fall,  he 
has  twice  spoken  to  the  American  Chamber  of  Commerce  about 
opportunities  to  expand  trade  and  increase  investment  in 
Ukraine. 

Ambassador  Miller  also  is  actively  engaged  with 
representatives  of  the  international  finanacial  institutions  in 
Kiev,  including  IMF  and  World  Bank  staff,  to  encourage 
multilateral  support  for  Ukraine's  reform  efforts. 

QUESTION  4:   How  is  our  assistance  to  Armenia  consistent 
with  the  McConnell  amendment  to  the  Foreign  Operations 
Appropriations  Act  which  prohibits  aid  to  the  government  of  any 
New  Independent  State  that  is  violating  the  borders  of  another 
New  Independent  State? 

ANSWER  4: 

The  McConnell  amendment.  Section  560(g)  of  the  1994  Foreign 
Operations  Appropriations  Act,  restricted  assistance  for  the 
government  of  any  NTS  that  directs  any  action  in  violation  of 
the  territorial  integrity  or  national  sovereignty  of  any  other 
NIS.   It  provided,  however,  that  funds  could  be  made  available 
without  regard  to  this  restriction  if  the  President  determined 
that  to  do  so  is  in  the  national  interest.   President  Clinton 
made  such  a  determination  in  December  1993,  and  a  detailed 
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justification  was  provided  to  the  Congress  at  that  time.   It 
noted  that  the  breakup  of  the  Soviet  Union  has  brought  to  the 
surface  long-suppressed  ethnic  conflicts  and  territorial 
claims,  many  of  them  exceedingly  complex  and  hard  to  resolve. 
Under  present  circumstances  in  the  NIS,  it  is  difficult  to 
determine  whether  the  principles  of  territorial  integrity  and 
national  sovereignty  have  been  violated.   Within  our  own 
intelligence  community,  as  well  as  within  the  international 
community,  there  is  often  disagreement  as  to  the  details  of 
individual  situations. 

While  the  Administration  fully  supports  the  objective  of 
promoting  the  principles  of  territorial  integrity  and  national 
sovereignty,  we  believe  that  a  cutoff  of  assistance  to  Armenia 
based  upon  this  single  provision  would  be  counterproductive. 
Our  assistance  programs  are  a  major  factor  in  helping  to 
promote  and  maintain  the  sovereignty  and  territorial  integrity 
of  the  NIS.   Within  each  new  independent  state  there  is  an 
ongoing  conflict  between  those  who  are  committed  to  reform  and 
those  who  want  to  turn  back  the  clock  to  totalitarian  regimes. 
We  do  not  believe  it  would  be  productive  at  this  important 
juncture  to  withhold  support  that  is  vitally  needed  to  promote 
reform. 

We  note  also  that  Section  560(g)  exempted  humanitarian, 
disaster  and  refugee  relief.   The  majority  of  our  assistance  to 
Armenia  has  been  humanitarian  in  nature  and  thus  in  any  event 
would  not  have  been  covered  by  Section  550(g). 
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QUESTION  5:  A  senior  USAID  macroeconomic  advisor  began  a 
one-year  assignment  in  August  1993  to  the  Georgian  Ministry  of 
the  Economy.   Can  you  say  if  that  has  been  successful  so  far? 

Has  his  advice  been  followed? 

Would  Section  907  of  the  Freedom  Support  Act  prevent 
this  kind  of  assistance  to  Azerbaijan? 

ANSWER  5: 

The  senior  USAID  macroeconomic  adviser  to  the  Georgian 
Ministry  of  Economy,  Dr.  Ederington,  has  been  well  received  and 
his  advice  has  been  instrumental  to  opening  up  a  serious 
dialogue  between  the  Georgian  Government  and  the  International 
Monetary  Fund  on  a  program  of  macroeconomic  stabilization.   As 
an  indication  of  his  effectiveness,  the  Government  of  Georgia 
has  asked  us  to  extend  Dr.  Ederington' s  work  in  Georgia  through 
the  end  of  the  year. 

Section  907  of  the  FREEDOM  Support  Act  contains  a  prohibition 
on  assistance  to  the  Government  of  Azerbaijan  (GOA)  until  "the 
President  determines  that  the  GOA  is  taking  demonstrable  steps 
to  cease  all  blockades  and  other  offensive  uses  of  force 
against  Armenia  and  Nagorno-Karabakh."   Section  907  prohibits 
all  assistance  provided  directly  to  the  Government  of 
Azerbaijan.   The  Administration  has  accordingly  limited  any 
assistance  efforts  to  humanitarian  aid  and  limited  technical 
assistance  that  have  been  carried  out  directly  with  private 
groups.   Therefore,  Section  907  would  prevent  the  U.S. 
Government  from  providing  Azerbaijan  with  the  same  type  of 
macroeconomic  assistance  provided  to  date  in  Georgia. 


QUESTION  6:   What  feedback  have  you  received  from  past 
participants  in  the  SABIT  program? 

Do  we  know  if  those  who  have  returned  to  the  NTS  have 
been  able  to  apply  the  information  they  gained  in 
developing  successful  businesses? 

ANSWER  6: 

The  U.S.  Department  of  Commerce's  Special  American  Business 
Internship  Training  (SABIT)  Program  places  NIS  scientists  and 
executives  in  U.S.  firms  for  3-  to  6-month  internships.   The 
internships  provide  first-hand  knowledge  of  and  experience 
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working  in  a  market  economy.   Over  170  scientists  and  managers 
from  nine  countries  in  the  NIS  have  trained  with  U.S.  companies 
through  the  SABIT  program. 

SABIT  has  received  a  tremendous  amount  of  feedback  from 
past  participants  in  the  program,  as  well  as  host  U.S. 
companies.   Their  training  and  experience  has  been  beneficial 
upon  their  return  to  the  NIS.   The  interns  have  been  able  to 
gain  a  better  understanding  of  U.S.  business  principles  and  how 
private  firms  operate  in  a  free  market  system.   During 
Secretary  Brown's  recent  visit  to  Russia,  a  reception  was  held 
for  former  Russian  participants  of  the  SABIT  program.   The 
response  was  overwhelming.   The  interns  travelled  from  all  over 
Russia  to  attend  the  affair.   Russian  nationals,  as  well  as  the 
program  participants  were  enthusiatic  about  the  event  and  found 
the  SABIT  program  to  be  a  truly  rewarding  undertaking. 

One  of  SABIT' s  success  stories  includes  an  intern  with  the 
American  Breeders  Service  (ABS)  in  Wisconsin,  the  world's 
largest  bovine  genetics  company.   After  completion  of  his 
internship  and  return  to  Russia,  two  ABS  representatives 
visited  him  and  assisted  him  in  developing  his  pasture  land  and 
business.   SABIT  later  learned  that  McDonald's  in  Moscow  may  be 
interested  in  purchasing  up  to  20  tons  of  meat  from  the  joint 
venture . 
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QUESTION  7:   Has  any  thought  been  given  to  having 
representatives  of  American  aerospace  companies  advisi  the 
Russian  aerospace  design  bureaus  such  as  MiG  and  Sukhoi  on  how  to 
become  private  corporations? 

ANSWER  7: 

To  my  knowledge,  we  have  not  received  any  request  to 
provide  technical  assistance  of  this  kind  to  the  Russian 
aerospace  design  bureaus.   However,  USAID  has  several  programs 
for  Russia  that  could  provide  this  type  of  assistance  if 
requested,  such  as  the  International  Executive  Service  Corps  or 
other  resident  advisory  programs  which  are  part  of  USAID's 
post-privatization  initiatives  in  Russia. 

QUESTION  8:   How  quickly  will  the  new  Enterprise  Funds 
actually  be  making  loans? 

ANSWER  8: 

The  Russian-American  Enterprise  Fund  (RAEF)  is  fully 
operational  with  offices  in  New  York  and  Moscow.   The  Fund  for 
Large  Enterprises  in  Russia  (FLER)  has  opened  an  office  in  New 
York  and  is  in  the  process  of  hiring  staff  and  identifying  a 
location  to  headquarter  the  Fund  in  Russia.   Both  Funds  already 
have  identified  several  projects  which  would  qualify  for 
investments.   The  management  of  the  RAEF  and  the  FLER  are 
conducting  due  diligence  on  these  projects  and  expect  to  make 
investment  recommendations  to  their  respective  Board  of 
Directors  for  funding  by  the  end  of  the  summer. 

Documentation  on  the  establishment  of  the  Western  NIS 
Enterprise  Fund  (Ukraine,  Moldova,  and  Belarus)  and  the 
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Regional  Central  Asia  Enterprise  Fund  is  completed,  FY  1994 
resources  have  been  reserved  for  both  Funds,  and  approval  of 
the  two  boards  of  directors  is  expected  from  the  White  House  in 
the  next  month.   These  Enterprise  Funds  are  expected  to 
establish  offices  in  Kiev,  Almaty,  and  Bishkek  and  hire  staff 
by  the  end  of  the  summer.   We  expect  that  both  funds  will  make 
their  first  investments  or  loans  sometime  this  autumn. 
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Good  morning  Mr.  Chairman  and  distinguished  members  of  the 
Committee.   I  am  pleased  to  appear  before  you  to  discuss  issues 
in  U.S.  assistance  to  the  Middle  East.   The  single  largest  line 
item  in  the  Administration's  proposed  international  affairs 
budget  for  fiscal  year  1995  (FY  1995)  is  for  the  Middle  East 
Peace  Process  —  $5,225  billion.   It  is  no  exaggeration  to  say 
that  these  funds  play  a  direct  and  vital  role  in  promoting  our 
objectives  in  the  peace  process.   The  budget  request  is  part  of 
the  proposed  Peace,  Prosperity  and  Democracy  Act  of  1994.   This 
"charter"  legislation  is  now  pending  before  this  committee,  and 
would  replace  the  33  year-old  Foreign  Assistance  Act  to  serve 
as  a  valuable  policy  framework  for  years  to  come. 

PEACE  PROCESS 

Since  the  Madrid  Conference  in  October  1991,  Arabs  and 
Israelis  have  engaged  almost  continuously  in  bilateral  and 
multilateral  negotiations  aimed  at  a  comprehensive  peace 
settlement  based  on  United  Nations  Security  Council  resolutions 
242  and  338.   Significant  milestones  have  been  achieved.   Last 
September,  Israel  and  the  Palestine  Liberation  Organization 
signed  a  Declaration  of  Principles  to  guide  their  negotiations 
on  interim  self  government  arrangements  during  a  transitional 
period.   Jordan  and  Israel  signed  a  Common  Agenda  representing 
much  substantive  agreement  on  how  to  structure  their  bilateral 
talks. 

The  bilateral  negotiations  continue  on  all  tracks. 
Israelis  and  Palestinians  are  currently  negotiating  in  Cairo 
and  elsewhere,  and  talks  on  the  other  tracks  are  expected  to 
resume  shortly  in  Washington. 

The  multilateral  negotiations,  which  have  received  far  less 
attention,  have  made  considerable  progress  as  well.   They  have 
moved  from  essentially  academic  exchanges  to  concrete  actions: 
feasibility  studies;  training  projects;  negotiations  on 
declarations  of  principles;  and  steps  toward  creating  data 
bases  and  communications  networks.   A  major  symbolic  threshold 
was  crossed  when  working  groups  began  meeting  in  Arab  capitals 
for  the  first  time  last  fall.   In  the  current  round  of  the 
multilaterals ,  which  began  last  week,  the  Steering  Group  and 
four  of  the  five  working  groups  will  convene  in  the  Middle 
East.   Thus,  the  multilaterals  —  designed  to  complement  the 
bilateral  negotiations  --  are  also  helping  to  shape  the 
economic,  security  and  social  contours  of  the  region  for  the 
period  when  peace  agreements  are-signed. 
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All  of  these  negotiations  are  directly  supported  by  U.S. 
foreign  assistance.   Our  assistance  to  Israel  is  vital  in 
helping  to  maintain  its  security  and  allowing  it  to  take  the 
difficult  steps  necessary  to  achieve  peace.   Likewise,  our 
assistance  to  Egypt  helps  it  to  be  a  moderating  influence  in 
the  region  and  to  play  an  invaluable  role  as  a  go-between  in 
the  bilateral  negotiations.   Our  assistance  program  for  the 
Palestinians  helps  promote  economic  development  and  democracy 
in  the  West  Bank  and  Gaza  Strip  and  plays  a  key  role  in 
building  the  physical  and  institutional  infrastructure  for 
Palestinian  self-government.   Finally,  our  modest  assistance 
programs  in  Jordan  and  Lebanon  and  for  Middle  East  Regional 
Cooperation  and  the  Multilateral  Working  Groups  directly 
support  the  other  bilateral  tracks  and  multilateral  and 
trilateral  Groups.   I  now  wish  to  address  the  specific  programs 
supported  by  our  FY  1995  requests. 

ISRAEL 

The  commitment  of  this  administration  to  Israel's  security 
and  well-being  is  well-known  and  unshakable.   Our  efforts  to 
secure  a  just  and  comprehensive  peace  between  Israel  and  its 
Arab  neighbors  are  an  essential  component  of  our  commitment. 
Israel's  security  continues  to  be  a  cornerstone  of  our  Middle 
East  policy,  as  it  has  been  since  1948.   This  is  based  on 
historic  and  cultural  ties,  and  shared  democratic  values. 

During  Prime  Minister  Rabin's  visits  to  the  United  States 
in  November  and  March,  President  Clinton  reaffirmed  his 
commitment  to  work  with  the  Congress  to  maintain  our  present 
levels  of  assistance  to  Israel.   The  President  also  reiterated 
America's  pledge  to  maintain  and  enhance  Israel's  qualitative 
military  edge  over  any  likely  combination  of  aggressors.   The 
security  of  Israel  must  not  be  in  doubt  if  the  peace  process  is 
to  succeed. 

The  President's  FY  1995  budget  request  maintains  current 
aid  levels  to  Israel.   Funding  under  "Promoting  Peace:  Regional 
Peace  and  Security"  is  designed  to  strengthen  a  free  and 
democratic  Israel  as  well  as  support  our  peace  process  goals. 
Our  military  assistance  supports  major  weapons  systems  such  as 
the  advanced  F-15I  and  F-16  fighter  aircraft,  and  the  purchase 
of  SAAR  class  missile  boats  for  Israel's  coastal  protection. 
It  also  allows  Israel  to  engage  in  significant  military-related 
research  and  development. 
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Economic  assistance  provides  balance  of  payments  support 
and  encourages  economic  reform  and  renewed  private  sector 
growth  in  the  face  of  high  defense  expenditures  and  significant 
levels  of  immigration.   It  can  be  used  to  finance  the 
importation  of  goods  and  services  from  the  U.S.  —  a  point 
which  we  emphasize  and  promote,  service  external  debt  owed  to 
or  guarantied  by  the  U.S.  Government,  pay  subsidies  or  other 
costs  associated  with  loans  guaranteed  by  the  U.S.  Government, 
and  finance  military  sales  debt  both  current  and  refinanced. 

Loan  Guaranties:   The  five  year  program  to  provide  up  to  $10 
billion  in  loan  guaranties  to  Israel  became  effective  in  FY 
1993.   Under  the  terms  of  the  program  which  is  managed  by 
USAID,  Israel  floated  two  bond  issues  for  $1  billion  each  in 
March  and  September  of  that  year.   For  FY  1994  we  made 
available  $1,563  billion  of  which  Israel  borrowed  $1  billion  in 
March. 

Over  the  five  year  period,  most  of  the  loan  guaranty  funds 
will  be  made  available  by  the  Government  of  Israel  as  foreign 
exchange  to  Israel's  commercial  banking  system  to  support 
increased  business  sector  activity.   However,  a  portion  of  the 
funds  will  be  spent  on  infrastructure  projects  that  will 
support  economic  growth  and  job  development  in  the  business 
sector. 

The  GOI  is  committed  to  U.S.  businesses  sharing  the 
benefits  of  the  economic  growth  supported  by  the  guarantied 
loans.   Accordingly,  there  is  an  expectation  that  Israel's 
purchases  of  U.S.  goods  and  services  will  substantially 
increase  during  the  period  covered  by  the  loan  guaranty 
program.   We  take  these  commitments  seriously  and  have  reviewed 
progress  in  this  area  at  all  levels  of  the  GOI.   U.S.  exports 
to  Israel  have  risen:   According  to  Department  of  Commerce 
figures,  in  calendar  year  1993  U.S.  merchandise  exports  to 
Israel  increased  8.5  percent  over  CY  1992.  However,  Israeli 
data  indicate  that  the  U.S.  share  of  Israel's  market  has  only 
increased  slightly  from  17.2%  in  1992  to  17.7%  in  1993. 

We  reviewed  the  economic  and  financial  measures  Israel  is 
taking  to  accommodate  the  increased  debt  burden  resulting  from 
the  guarantied  loans  during  the  September  1993  Joint  Economic 
Development  Group  (JEDG)  meeting.   We  expect  to  consult  again 
this  summer  during  a  mid-term  JEDG  review. 

Economic  Reform:   Prime  Minister- Rabin  came  into  office  with  a 
strong  commitment  to  economic  reform  based  on  the  dual 
objectives  of  reducing  government  involvement  in  the  economy 
and  stimulating  private  sector  growth.   The  government  has 
taken  a  number  of  steps  to  accomplish  this,  but  political  and 
institutional  obstacles  have  slowed  the  pace  of  economic  reform 
in  some  areas  in  Israel. 
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The  most  progress  has  been  achieved  in  the  areas  of 
financial  and  capital  market  reform.   The  government  has  also 
sharply  reduced  the  state  budget  deficit;  in  1993  the  budget 
deficit  measured  only  2.5%  of  GDP,  significantly  lower  than  the 
GOI ' s  own  3.2%  target  in  its  1993  budget.   While  inflation 
edged  up  from  9.4%  in  1992  to  11.2%  in  1993,  it  remains 
significantly  lower  than  the  18%  of  1991.   Unemployment,  while 
still  too  high,  was  down  for  the  first  time  in  six  years,  and 
the  financial  pressures  of  immigration  are  less  than  were 
anticipated  a  few  years  ago.   Progress  on  reform  has  been 
slowest  in  the  areas  of  labor  markets,  and  privatization,  where 
reforms  are  slowed  by  opposition  from  groups  with  a  vested 
interest  in  maintaining  the  status  quo. 

In  our  high-level  contacts  with  the  GOI  we  continue  to 
encourage  the  Israelis  to  accelerate  privatization,  reform 
labor  markets,  and  maintain  fiscal  discipline  and  stick  to 
deficit  reduction  targets.   We  also  made  clear  our  support  for 
further  progress  in  these  areas  during  the  JEDG . 

EGYPT 

Egypt  is  our  key  Arab  partner  in  efforts  to  achieve  an 
Arab-Israeli  peace  and  bolster  moderate  forces  in  the  volatile 
Middle  East.   Egypt  was  the  first  Arab  state  to  conclude  a 
peace  agreement  with  Israel;  the  Egypt-Israel  Peace  Treaty  is 
the  cornerstone  of  the  Arab-Israeli  peace  process.   Egypt  has 
also  been  extremely  helpful  in  the  current  negotiations  between 
Israel  and  its  other  Arab  neighbors.   The  Egyptians  have  used 
their  good  relationship  with  all  the  parties  to  facilitate 
progress  in  the  negotiations. 

The  President's  FY  1995  budget  request  maintains  current 
aid  levels  to  Egypt,  and  the  Administration  will  make  its  best 
effort  to  maintain  those  levels  in  subsequent  years.   Our 
security  assistance  investment  in  Egypt  over  the  past  fifteen 
years  has  produced  many  benefits.   Egypt  has  used  our 
assistance  to  modernize  its  military  and  strengthen  its 
economy,  enhancing  its  important  role  in  contributing  to 
stability  in  the  Middle  East  and  furthering  U.S.  objectives  in 
the  region.   We  expect  that  future  assistance  will  underscore 
further  a  close  and  cooperative  relationship. 

Egypt  has  provided  essential  support  for  the  U.S.  military 
presence  in  the  Middle  East.   The  importance  and  strength  of 
the  bilateral  military  relationship  with  Egypt  was  demonstrated 
throughout  the  Gulf  Crisis.   Strong  Egyptian  leadership  paved 
the  way  for  active  Arab  participation  in  the  coalition,  and 
over  35,000  Egyptian  troops  constituted  the  next  largest 
foreign  force  to  our  own  during  Desert  Storm.   Egyptian 
participation  in  and  support  for  UN  efforts  in  Somalia  has  also 
been  very  important.   Egypt  presently  has  1,700  men  on  the 
ground  in  Somalia. 
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Military  Financing:   Prior  to  1979,  Egypt's  primary  supplier  of 
military  equipment  was  the  Soviet  bloc.   Our  FMF  program  has 
allowed  the  Egyptian  military  to  move  from  reliance  on  outdated 
Soviet  equipment  to  a  more  efficient  deterrent  force  built 
around  high-tech,  U.S.  weapon  systems. 

Egypt  is  in  the  middle  of  a  long-term  military 
modernization  program  which  emphasizes  quality  over  quantity. 
Its  primary  emphasis  at  present  focuses  on  several  major 
programs:   co-production  of  the  MlAl  tank  and  procurement  of 
F-16s  and  Apache  Helicopters. 

In  addition  to  improving  the  over-all  quality  of  the 
Egyptian  military,  Egypt  is  also  improving  its  ability  to  work 
in  close  cooperation  with  U.S.  forces.   The  value  of  this 
interoperability  was  demonstratfed  during  the  Gulf  War. 
Moreover,  Egypt  plays  an  important  part  in  U.N.  peacemaking  and 
peacekeeping  operations  in  Somalia,  Bosnia,  Western  Sahara  and 
Angola.   Our  military  assistance  helps  make  it  possible  for 
Egypt  to  undertake  these  important  efforts. 

Economic  Support:   Our  economic  assistance  to  Egypt  has  made  a 
significant  difference  in  that  country  and  is  an  important 
source  of  support  for  the  current  Egyptian  comprehensive 
economic  reform  program.   Our  programs  have  also  developed 
Egypt  as  a  major  market  for  U.S.  products,  especially 
agricultural  products.   Egypt  has  become  our  third  largest 
foreign  market  for  wheat. 

The  many  accomplishments  of  our  ESF  over  the  last  decade 
include  helping  Egypt  to  substantially  increase  agricultural 
productivity,  decrease  infant  mortality  by  50%,  bring  down  the 
population  growth  rate  from  about  3%  to  about  2.3%,  provide 
schools  in  which  some  925,000  students  are  being  educated, 
provide  sanitary  sewage  and  potable  water  facilities  for  the 
people  of  Cairo  and  other  major  cities,  and  provide  electricity 
and  telecommunications  services  for  Egypt's  increasing 
population. 

Even  more  important  than  these  direct  results,  we  have  used 
our  assistance  to  promote  the  difficult  reforms  which  will  make 
the  Egyptian  economy  capable  of  sustained  growth.   Sectoral 
programs  have  been  conditioned  on  specific  reforms  and,  more 
recently,  we  have  begun  to  provide  cash  transfers  in  support  of 
agreed  reforms.   In  FY  93  the  sector  grant  program  tied 
disbursement  of  $200  million  to. implementation  of  twenty 
specific  reforms  including,  for  example,  removal  of  price 
controls  on  tourism-related  businesses. 
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In  1991,  Egypt,  working  with  the  IMF  and  World  Bank, 
launched  a  major  initiative  to  promote  private  sector  growth. 
Over  the  past  two  years,  the  GOE  has  freed  exchange  and 
interest  rates,  made  deep  cuts  in  consumer  subsidies,  and 
reduced  the  government  budget  deficit.   Although  these  reforms 
have  been  successful,  private  investors  are  not  yet  convinced 
of  government  commitment  to  the  completion  of  the  reform 
process  and  have  yet  to  make  the  investments  needed  for  job 
growth. 

Despite  progress  on  economic  reform,  Egypt  continues  to 
face  daunting  economic  challenges:  unemployment  is  about  20 
percent,  up  from  single  digits  in  the  early  eighties,  economic 
growth  is  slow,  population  growth,  although  declining,  is  still 
too  rapid,  and  the  Egyptian  people  have  seen  their  standard  of 
living  deteriorate  significantly  over  the  past  five  years.   The 
stagnant  economy  is  also  a  factor  contributing  to  the  increase 
in  extremism,  and  terrorism  has  exacerbated  economic  problems 
by  striking  against  tourism  and  threatening  foreign  investors. 

In  September  1993,  Egypt  agreed  with  the  IMF  and  IBRD  on 
the  next  phase  of  reform.   This  three-year  program  is  intended 
to  consolidate  gains  made  on  the  fiscal  side  and  advance 
economic  reform,  including  the  reduction  of  bureaucratic  red 
tape  and  privatization  of  state-owned  enterprises.   Our 
economic  assistance  helps  the  GOE  implement  the  extensive 
economic  reform  program  which  is  needed  to  establish  a  base  for 
economic  growth  and  political  stability. 

The  IMF  and  IBRD  are  currently  carrying  out  the  first 
reviews  of  their  new  programs  with  Egypt.   We  understand  that 
significant  progress  on  macroeconomic  targets  continues  to  be 
made.   We  are  urging  the  Government  of  Egypt  to  accelerate  its 
efforts  on  such  structural  reforms  as  privatization,  trade 
liberalization,  and  pricing. 

WEST  BANK  AND  GAZA  STRIP 

As  a  result  of  the  signing  of  the  historic  Declaration  of 
Principles,  the  U.S.  pledged  $500  million  over  five  years  in 
assistance  to  Gaza  and  the  West  Bank.   This  includes  $125 
million  in  Overseas  Private  Investment  Corporation  resources 
and,  in  the  first  two  years,  $150  million  in  AID-administered 
programs.   In  the  out  years,  we  expect  to  continue  funding 
levels  of  AID-administered  programs  at  an  average  of 
approximately  $75  million  per  year.   This  is  in  addition  to  our 
substantial  contribution  to  United  Nations  Relief  and  Works 
Agency  for  Palestine  Refugees  (UNRWA) . 
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Our  plans  for  FY  1994,  which  are  in  various  stages  of 
implementation,  include  the  following  general  categories  of 
assistance:   housing  and  municipal  development;  private  sector 
project  assistance;  democratic  initiatives;  health  sector 
project  assistance;  a  contribution  to  UNRWA  for  the 
rehabilitation  of  conununity  facilities;  a  contribution  to  the 
World  Bank  trust  fund  for  technical  assistance  and  feasibility- 
studies;  a  contribution  to  the  World  Bank  trust  fund  for 
Palestinian  self-governing  authority  start-up  costs;  project 
design  activities;  non-government  organizations  (NGO)  program 
support;  and  other  miscellaneous  programs,  including  PL-480  and 
the  Middle  East  Regional  Cooperation  program. 

JORDAN 

U.S.  assistance  supports  the  Jordanian  government  as  it 
pursues  policies  which  directly  complement  U.S.  national 
interests  in  the  Middle  East.   Perhaps  most  significantly,  our 
aid  sustains  Jordan's  very  positive  role  in  the  Arab-Israeli 
peace  process,  which  has  produced,  inter  alia,  a  Common  Agenda 
with  Israel  last  September  and  an  agreement  on  banking  in  the 
West  Bank  and  Gaza.   Jordan's  active  participation  in 
bilateral,  trilateral  and  multilateral  fora  is  key  to  U.S. 
efforts  to  maintaining  momentum  in  the  peace  process. 

Our  assistance  also  facilitates  efforts  by  the  Jordanian 
government  to  continue  a  significant  democratization  campaign, 
most  recently  manifested  in  the  first  multi-party  parliamentary 
elections  in  over  30  years.   Prospects  for  democratization  are 
further  enhanced  by  Jordan's  steady  progress  on  economic 
reforms.   Although  facing  severe  constraints  which  include 
limited  natural  resources,  high  population  growth  rates,  and  an 
almost  staggering  external  debt,  the  government  just  concluded 
a  very  successful  2-year  IMF  program  and  expects  to  secure 
a3-year  Extended  Fund  Facility  this  summer.   As  the  government 
continues  restructuring  to  open  up  its  economy  and  enhance 
long-term  growth  prospects,  our  aid  provides  an  essential 
signal  of  support. 

Finally,  U.S.  assistance  is  an  important  means  to  encourage 
the  Government  of  Jordan  to  continue  our  constructive  dialogue 
on  the  enforcement  of  UN  sanctions  against  Iraq. 

LEBANON 

The  U.S.  is  committed  to  a  unified,  sovereign  and 
independent  Lebanon,  free  from  foreign  forces  and  armed 
militias.   Our  support  assists  efforts  to  rebuild  the 
independent,  non-sectarian  Lebanese  Armed  Forces  (LAF) 
responsive  to  civilian  control  and  respectful  of  human  rights. 
In  this  regard,  our  provision  of  military  training,  in  addition 
to  EDA,  is  central.   Humanitarian  aid,  channeled  through 
private  voluntary  organizations,  and  aid  to  American-founded 
educational  institutions  demonstrates  U.S.  concern  about  the 
fate  of  Lebanon  and  its  people. 
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The  government  of  Prime  Minister  Hariri  has  undertaken  the 
difficult  task  of  economic  development  and  reconstruction. 
There  is  no  doubt  that  our  assistance  to  his  government  has  a 
significant  and  positive  impact  on  his  ability  to  extend  the 
authority  of  the  central  government  throughout  .Lebanon.   Thus, 
our  assistance  to  the  Lebanese  Armed  Forces  is  an  important 
contribution  to  the  Lebanese  effort  to  re-establish  greater 
control  over  their  country. 

MIDDLE  EAST  MULTILATERALS 

This  $5  million  program  will  provide  a  centralized  source 
of  support  for  U.S. -funded  activities  of  the  five  multilateral 
Working  Groups  of  the  Middle  East  peace  process:  regional 
economic  development,  water,  environment,  refugees,  and  arms 
control  and  regional  security. 

Each  Working  Group  has  undertaken  an  active  program  of 
seminars,  workshops  and  feasibility  studies.   At  the  last  round 
of  meetings,  the  groups  also  began  to  identify  and  implement 
concrete  projects  involving  a  number  of  regional  parties.   We 
expect  the  number  of  these  activities  to  grow  as  the  peace 
process  moves  forward.   The  U.S.  assistance  will  help  fund 
these  activities  to  promote  regional  cooperation,  demonstrate 
the  fruits  of  peace  to  the  people  of  the  Middle  East,  and 
augment  progress  in  the  bilateral  negotiations. 

MIDDLE  EAST  REGIONAL  COOPERATION  (MERC) 

The  MERC  program  promotes  mutually  beneficial  cooperation 
between  Israel  and  its  Arab  neighbors.   Scientific  and 
technical  exchanges  aim  to  strengthen  ties  by  demonstrating 
that  peaceful  cooperation  can  yield  tangible  benefits  to  all 
involved. 

In  FY  1994,  MERC  funds  of  $7  million  are  allocated  to  two 
purposes:   $5  million  to  support  continued  financial 
requirements  of  on-going  research  cooperation  projects,  and  $2 
million  to  support  research  and  economic  cooperation  activities 
involving  U.S.,  Israeli,  Palestinian  and  other  scientists  on 
critical  West  Bank/Gaza  development  problems.   The  $7  million 
requested  for  FY  1995  will  go  to  support  continued  research 
collaboration  among  Israel  and  her  Arab  neighbors. 

ARABIAN  PENINSULA 

In  order  to  support  ULS.  regional  security  and  development 
goals,  the  U.S.  provides  development  assistance  to  Yemen  and 
modest  military  training  lassistance  to  Oman  and  Bahrain. 
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YEMEN 


U.S. -Yemeni  relations  have  improved  markedly,  but  this 
improvement  has  unfortunately  been  overshadowed  by  the 
North-South  political  crisis  which  began  in  August  1993  and  has 
significantly  hindered  the  functioning  of  the  Yemeni 
government.   The  U.S.  supports  Yemeni  unity  and  a  peaceful 
solution  to  the  crisis.   We  continue  to  use  our  good  offices  to 
help  resolve  this  matter,  and  are  monitoring  events  carefully. 
On  the  positive  side,  Yemen  has  distanced  itself  from  the  Iraqi 
regime  and  has  worked  to  better  relations  with  its  Gulf  Arab 
neighbors.   It  has  resolved  a  longstanding  border  dispute  with 
Oman  and  is  negotiating  a  similar  agreement  with  Saudi  Arabia. 
Yemen  held  successful  parliamentary  elections  in  April  1993, 
has  shown  increasing  respect  for  human  rights,  and  announced 
economic  reform.   Nearly  all  U.S.  development  assistance  goes 
to  child  health  care  and  family  planning  programs  in  this 
impoverished  country.   This,  along  with  continuing  PL  480 
assistance,  can  help  Yemen  as  it  moves  toward  democracy  and  a 
market  economy.   Despite  the  current  political  dispute,  support 
for  democracy  and  other  reforms  remains  strong. 

OMAN  AND  BAHRAIN 

In  pursuit  of  the  broader  U.S.  goal  of  promoting  regional 
security,  we  provide  modest  support  through  military  training 
to  Oman  and  Bahrain.   Oman's  strategic  location  on  the  Strait 
of  Hormuz  makes  it  critical  to  U.S.  interests  in  the  Persian 
Gulf.   U.S.  operational  access  to  Omani  military  facilities  was 
essential  to  support  our  operations  in  the  Gulf,  notably  during 
Operation  Desert  Storm  and  Operation  Restore  Hope.   The  1980 
Access  Agreement  with  Oman,  renewed  in  1990  for  ten  years, 
grants  the  U.S.  limited  peacetime  and  contingency  wartime  use 
of  these  facilities.   Oman  is  soon  to  host  the  Water  Working 
Group  under  the  mult i laterals . 

The  U.S.  and  Bahrain  have  enjoyed  close  bilateral 
relations,  based  heavily  on  our  shared  perception  of  key 
regional  security  and  stability  issues,  for  nearly  fifty 
years.   Bahrain  has  cooperated  closely  with  us  in  enforcing 
Libyan  sanctions  and  in  continuing  to  host  the  Naval  component 
of  U.S.  Central  Command. 

Mr.  Chairman,  this  concludes  my  remarks.   I  would  now  be 
pleased  to  respond  to  your  questions. 
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STATEMENT  OF  THE  HONORABLE  MARGARET  CARPENTER 
ASSISTANT  ADMINISTRATOR  FOR  ASIA  AND  THE  NEAR  EAST 

U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

TO  THE  SUBCOMMITTEE  FOR  EUROPE  AND  THE  MIDDLE  EAST 

HOUSE  FOREIGN  AFFAIRS  COMMITTEE 

APRIL  13,  1994 
WASHINGTON,  D.C. 


Mr.  Chairman  and  Members  of  the  Committee, 

I  am  pleased  to  be  here  to  discuss  the  President's  FY  1 995  foreign 
assistance  request  for  the  Near  East. 

As  Deputy  Assistant  Secretary  Kurtzer  noted,  peace  and  stability  in  the 
Middle  East  are  among  the  highest  priorities  of  this  Administration.   Congressional 
support  over  the  years  has  been  essential  to  the  pursuit  of  these  goals.   Today  we 
are  starting  to  see  the  benefits  of  U.S.  efforts  to  promote  negotiations  and 
particularly  the  efforts  of  the  Israelis  and  Palestinians  to  put  aside  age-old 
animosities  to  resolve  the  issues  that  would  allow  them  to  live  side  by  side  in 
peace.   The  signing  of  the  Declaration  of  Principles  between  the  Israelis  and 
Palestinians  on  September  13,1 993,  marked  the  beginning  of  a  new  era  of  hope 
and  promise  for  the  whole  region.   Although  original  negotiating  deadlines  have 
slipped,  significant  progress  has  been  made  on  a  number  of  fronts.   We  anticipate 
an  agreement  to  implement  the  Declaration  of  Principles  soon,  and  we  can  look 
forward  with  greater  assurance  to  a  comprehensive  peace  between  Israel  and  all  its 
neighbors. 

The  President's  foreign  assistance  request  for  FY  1995  reflects  the 
Administration's  commitment  to  promoting  peace  and  stability  throughout  the 
Middle  East.    USAID's  programs  will  continue  to  promote  several  objectives: 

•  First,  facilitating  the  peace  process  through  support  for  our  long-time  allies 
Israel  and  Egypt; 

•  Second,  giving  hope  to  the  Palestinians  that  the  negotiating  process  will 
improve  the  quality  of  their  lives  and  prospects  for  self-government  in  key 
areas; 
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•  Third,  supporting  efforts  throughout  the  region  to  address  the  underlying 
and  often  common  problems  that  hinder  the  development  and  prosperity  of 
Middle  East  societies,  including  large  bureaucracies  that  stifle  broad-based 
economic  growth,  weak  democratic  institutions,  environmental  degradation, 
rapid  and  unsustainable  population  growth,  and  high  infant  mortality. 

The  goals  of  sustainable  development  and  promoting  peace  in  the  Middle 
East  are  reflected  in  the  proposed  Peace,  Prosperity,  and  Democracy  Act  of  1994, 
which  is  designed  to  provide  a  new  charter  for  foreign  assistance  in  the  post-Cold 
War  era.   The  bill  is  essential  to  the  Administration's  ability  to  respond  effectively 
and  decisively  to  the  kind  of  challenges  we  face  today  in  the  Middle  East,  and  in 
general  to  pursue  a  policy  of  preventive  diplomacy. 

Under  Brian  Atwood's  leadership,  USAID  has  taken  a  number  of  other  steps 
to  assure  that  the  United  States  gets  the  most  from  its  foreign  assistance  dollars. 
These  include  strengthening  coordination  with  other  donors  and  non-governmental 
organizations;  focusing  USAID  resources  on  fewer  and  more  carefully  articulated 
strategic  objectives;  overhauling  the  Agency's  procurement,  financial  management, 
and  personnel  systems;  "right-sizing"  the  Agency  to  eliminate  duplication  and 
inefficiency;  closing  21  missions  around  the  globe;  and  implementing  other 
recommendations  made  by  Vice  President  Gore  in  the  National  Performance 
Review  and  in  the  Hamilton-Gilman  Report  of  1989.    While  we  have  made  a  good 
start  at  internal  reform,  more  comprehensive  changes  will  remain  difficult  until  the 
basic  law  which  guides  our  efforts  is  amended. 

Broad  Regional  Goals:    Economic  Growth 

I  would  like  to  review  our  major  objectives  in  the  Middle  East  before 
discussing  our  programs  in  each  country.    Most  countries  in  the  Middle  East  suffer 
from  sluggish  economies  that  are  already  unable  to  keep  pace  with  their  rapidly 
growing  populations.    USAID  seeks  to  invigorate  economic  growth  through  support 
for  economic  reform  and  expansion  of  private-sector  initiative,  particularly  small 
and  micro-enterprise.    In  countries  such  as  Egypt,  our  assistance  has  helped 
increase  agricultural  production,  create  better  environments  for  private  investment, 
and  encourage  privatization  of  state  industries.    USAID  programs  will  continue  to 
promote  improvement  in  regulatory  and  policy  regimes,  open  internal  and  export 
markets  to  greater  private  participation,  especially  by  smaller  enterprises  and  new 
entrants,  and  continue  to  stimulate  higher  agriculture  production.    Overall,  our 
programs  are  designed  to  expand  access  and  opportunities  for  the  poor,  give 
citizens  a  greater  voice  in  economic  decisions,  and  support  sound  environmental 
management. 

In  Egypt,  USAID  is  helping  local  non-profit  foundations  to  provide  loans  and 
training  to  businesses  with  fewer  than  1  5  employees,  which  constitute  40  percent 


462 


of  total  industrial  employment.   The  Alexandria  Businessmen's  Association  has 
created  a  self-replenishing  fund  that  has  provided  over  1  5,000  loans,  or  about  460 
per  month.    To  reach  out  to  women  borrowers,  the  project  is  expanding  its  lending 
in  the  economic  sectors  where  women  are  engaged. 

Good  Governance 

USAID  programs  also  seek  to  promote  more  efficient  and  accountable 
governance.    Bringing  greater  accountability  to  legal  and  bureaucratic  systems  will 
improve  prospects  for  social  and  economic  progress  and  for  securing  basic  human 
rights.    USAID  will  carefully  target  assistance  that  lays  the  groundwork  for  greater 
popular  participation  in  economic  and  political  reform  efforts,  and  support  more 
honest  and  impartial  institutions. 

In  Lebanon,  for  example,  now  that  security  and  stability  are  increasing, 
USAID  is  shifting  from  a  short-term  humanitarian  focus  to  longer-term 
reconstruction  and  development.   This  will  include  support  for  the  Parliament  and 
key  government  agencies  in  managing  their  resources.    USAID  will  also  soon 
initiate  a  series  of  projects  to  support  Palestinian  efforts  to  prepare  for  elections 
and  strengthen  municipal  management  after  Israeli  withdrawal  from  Gaza  and 
Jericho. 

Family  Planning 

In  recognition  that  population  pressures  exacerbate  other  social,  political, 
and  economic  problems,  USAID  is  increasing  support  for  family  planning  and 
maternal  and  child  health  service.    In  Yemen,  the  poorest  country  in  the  Near  East 
region,  the  Yemeni  Government  has  recently  developed  a  population  strategy 
integrated  with  maternal  and  child  health.    USAID  assistance  will  increase  the 
number  of  new  contraceptive  users,  increase  the  availability  of  contraceptives  at 
pharmacies,  and  promote  an  integrated  model  of  maternal  and  child  health  and 
family  planning  in  Yemeni  clinics.    Egypt's  USAID-assisted  successes  in  increasing 
contraceptive  use  and  decreasing  the  total  fertility  rate  will  be  showcased  at  the 
international  conference  on  population  to  be  held  in  Cairo  in  September. 

Environmental  Management 

Wars  have  been  fought  over  access  to  water  in  the  Middle  East.    Adequate 
supplies  of  clean  water  are  critical  to  health  and  sustained  agricultural  and 
industrial  growth  throughout  the  region.    Since  water  sources  are  frequently  shared 
among  countries  in  the  region,  quality  and  use  issues  in  one  country  affect  its 
relations  with  its  neighbors.   USAID  is  helping  improve  management  and  pricing  of 
water,  increase  waste-water  treatment  and  reuse,  encourage  pollution  prevention 
and  minimization  techniques,  and  promote  regional  dialogue  on  water  sharing. 
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Let  me  now  review  USAID's  activities  in  each  country  where  we  are  active. 

EGYPT 

Egypt  is  the  largest  Arab  state  and  one  of  the  poorest  in  the  region,  with  a 
per  capita  income  of  just  over  $600  a  year.    Much  of  the  country  is  still  agrarian 
and  rural.    Public-sector  control  over  the  economy  and  industrial  production  has  led 
to  massive  inefficiencies,  which  undermine  growth  and  stability.    Poverty  and 
instability,  in  turn,  contribute  to  extremism  and  terrorism. 

U.S.  economic  assistance  supports  sustainable  development  as  a  way  to 
strengthen  Egypt  as  a  stable  and  moderate  power  in  the  Middle  East  and  as  a  key 
player  in  the  peace  process.    USAID-managed  assistance  to  Egypt  encompasses  a 
wide  range  of  strategic  aims:  economic  policy  reform,  increased  private  investment 
and  agricultural  productivity,  improved  maternal  and  child  health  care  and  family 
planning  services,  broader  participation  in  decision-making,  and  greater 
environmental  protecting.    With  support  from  USAID,  Egypt  has: 

•  unified  its  exchange  rates; 

•  reduced  the  budget  deficit  from  20  percent  to  less  than  5  percent  of  GNP; 

•  markedly  expanded  power  generation  and  reduced  subsidies; 

•  increased  access  to  credit  for  small  entrepreneurs; 

•  increased  cereal  grain  yields  by  30  to  40  percent  since  1986; 

•  reduced  the  infant  mortality  rate  by  50  percent  since  1977; 

•  reduced  the  fertility  rate  by  25  percent  since  1980;  and 

•  rehabilitated  and  expanded  urban  water  and  wastewater  systems 
benefiting  22  million  people  (40  percent  of  Egypt's  population). 

While  Egypt  has  made  progress  in  addressing  macro-economic  reforms,  its 
progress  has  been  less  impressive  in  key  areas  of  sectoral  policy  reform,  regulatory 
reform,  and  trade  liberalization.    USAID's  assistance  is  designed  to  create 
incentives  for  action  in  these  areas,  which  are  essential  to  stimulating  growth  in 
the  future.    In  addition,  USAID  plans  a  new  democracy  program  to  support  the 
Egyptian  legislature,  as  well  as  activities  to  improve  the  administration  of  justice. 
We  will  also  increase  attention  to  environmental  problems  associated  with 
hazardous  industrial  waste  and  air  pollution. 

ISRAEL 

Sustained  U.S.  economic  assistance  supports  the  prospects  for  peace 
throughout  the  Middle  East  and  helps  assure  the  economic  and  political  security  of 
Israel.    The  annual  U.S.  cash  transfer  is  used  by  Israel  for  repayment  of  debt  to  the 
United  States  and  for  purchases  of  American  goods  and  services.    United  States 
economic  aid  is  supporting  Israeli  reforms  to  reduce  government  spending  and 
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deficits,  increase  privatization,  reform  labor  markets  and  liberalize  trade  resources 
through  the  on-going  dialogue  of  the  U.S.  -  Israel  Joint  Economic  Development 
Group.    Israel  has  been  relatively  successful  in  stabilizing  its  economy  while 
accommodating  a  substantial  inflow  of  immigrants.    Real  growth  has  averaged 
around  5  percent  per  year  over  the  past  three  years,  employment  is  rising  at  an 
annual  rate  of  about  four  percent,  and  inflation  has  been  reduced  to  around  1 1 
percent. 

Through  USAID's  support  of  the  Middle  East  Peace  Working  Group  on  Water 
Resources,  Israel  will  also  benefit  from  assistance  addressing  desertification  and 
regional  water  issues. 

WEST  BANK  AND  GAZA 

Establishing  social,  economic  and  political  stability  in  the  West  Bank  and 
Gaza  is  a  cornerstone  of  U.S.  efforts  to  promote  peace  in  the  region.    Since  1975 
the  United  States  has  shown  its  concern  for  the  plight  of  the  Palestinians  through  a 
limited  program  of  humanitarian  assistance  through  private  voluntary  agencies 
(PVOs).    In  recent  years,  the  program  has  focused  on  alleviating  the  hardships 
caused  by  the  sealing  off  of  the  territories  from  Israel. 

Immediately  following  the  signing  of  the  Declaration  of  Principles  last 
September,  USAID  began  to  design  new  projects  and  work  with  the  PVOs  to 
reorient  their  activities  to  help  the  Palestinians  build  the  capacity  for  self- 
government  and  improve  their  lives  in  tangible  ways.    In  recognition  of  the  need  to 
address  the  high  unemployment  rate,  USAID  provided  a  grant  of  $6  million  to 
UNRWA  for  a  project  in  Gaza  to  create  jobs  and  upgrade  housing,  schools,  and 
clinics.    Other  activities  involve  constructing  new  housing  and  wastewater 
treatment  and  other  physical  infrastructure  improvements. 

In  the  coming  months,  USAID  will  begin  implementing  new  projects  in 
health,  democracy,  housing,  private  enterprise  and  environmental  management, 
particularly  water,  wastewater  and  sewage  treatment  systems.    A  crucial  aspect  of 
USAID  efforts  in  each  of  these  areas  is  to  support  the  creation  of  institutional 
structures  necessary  for  the  Palestinians  to  assume  responsibility  for  conduct  of 
economic  and  social  activity.    For  example,  USAID  is  working  with  the  Palestinian 
Housing  Council  on  construction  of  new  residences  and  upgrading  of  existing  ones. 
Donor  coordination  is  particularly  important  in  an  environment  like  that  in  the  West 
Bank  and  Gaza  right  now.    In  the  field,  USAID  participates  in  sector-specific 
working  groups  and  chairs  the  housing  working  group. 

Many  of  USAID's  activities  will  continue  with  PVOs,  who  have  been  our 
partners  in  laying  a  foundation  for  the  social,  political  and  economic  institutions 
which  the  Palestinian  people  now  have  the  opportunity  to  create.    USAID  will 
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continue  to  rely  on  the  PVO  community  to  administer  a  significant  portion  of  the 
economic  assistance  program. 

One  area  where  PVOs  will  be  active  is  in  promoting  democracy.    In  the  next 
month,  USAID  will  provide  assistance  through  a  U.S.  PVO  to  support  a  series  of 
technical  workshops,  basic  legal  research  and  public  conferences  designed  to  help 
the  Palestinians  clarify  their  legal  and  judicial  development  priorities.   We  are 
coordinating  activities  in  Washington  as  well  as  in  the  field  with  U.S.  PVOs 
working  on  democracy  activities  and  other  U.S.  Government  agencies.   We  are 
working  with  three  PVOs  to  finalize  proposals  and  plan  to  move  forward  soon  with 
activities  designed  to  produce  sound  election  laws  as  well  as  broad  Palestinian 
support  for  the  electoral  process. 


JORDAN 

Jordan  is  an  important  partner  in  reaching  solutions  to  peace  in  the  Middle 
East.    U.S.  economic  aid  for  Jordan  supports  a  stable  and  moderate  government, 
positive  participation  in  the  peace  negotiations,  and  solutions  to  that  country's 
economic  and  social  development  problems.    The  USAID  strategy  is  designed  to 
increase  light  industrial  production  and  high  value  agriculture  output.   These 
programs  also  endeavor  to  preserve  deteriorating  cultural  and  environmental 
resources,  address  rapid  population  growth  and  improve  quantity  and  quality  of 
available  water. 

The  economic  vitality  of  Jordan,  at  ail  income  levels,  is  greatly  dependent  on 
foreign  exchange  earnings.   With  USAID  support,  import  and  export  licensing 
requirements  have  been  eliminated  opening  markets  to  small  traders.    Improved 
resource  management  of  cultural  and  environmental  sites  is  underway  to  expand 
the  employment  base  and  income  earned  in  services  associated  with  tourism, 
especially  those  provided  by  small  businesses.   A  national  birth  spacing  plan  has 
been  prepared  with  USAID  assistance  and  270  pharmacies  are  providing  family 
planning  services.    In  the  environment,  USAID  has  provided  technical  advice  to  12 
industries  on  their  industrial  pollution  problems,  assisted  Jordan  develop  its 
National  Water  Strategy,  and  collaborated  with  other  donors  to  raise  investment 
capital  to  upgrade  Jordan's  wastewater  treatment  capacity. 


LEBANON 

USAID  assistance  for  Lebanon  supports  its  participation  in  the  Middle  East 
peace  process  and  demonstrates  U.S.  commitment  to  the  welfare  of  the  people  of 
Lebanon.   As  stability  continues  to  improve,  this  assistance  will  further 
reconstruction  efforts  and  improvements  in  public  administration. 
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Following  almost  two  decades  of  civil  war,  Lebanon  is  beginning  the  process 
of  reestablishing  its  once  dynamic  civil  administrative  and  private  economic 
institutions.    USAID  activity  in  the  country  is  currently  limited  to  programs 
conducted  by  PVOs.   These  organizations,  which  have  operated  in  difficult  and 
often  dangerous  conditions,  have  successfully  delivered  large  volumes  of  food  to 
needy  families,  and  have  reconstructed  schools,  clinics  and  water  systems.    USAID 
now  is  beginning  to  assist  several  Government  of  Lebanon  executive  agencies 
responsible  for  the  management  and  oversight  of  the  planning,  audit  and  overall 
management  of  the  Governments  assets. 


YEMEN 

Yemen  is  among  the  poorest  countries  in  the  world,  has  a  relatively  large 
and  growing  population,  and  is  at  a  fairly  early  point  in  its  economic  and  social 
development.    As  part  of  USAID's  efforts  to  focus  our  assistance  on  fundamental 
sustainable  development  needs,  we  have  limited  our  program  in  Yemen  to  an 
almost  exclusive  concentration  on  increased  women's  participation  in  expanded 
educational,  health  and  economic  services. 

The  major  strategy  focus  of  USAID  assistance  to  Yemen  is  an  expanding 
health  program  that  integrates  family  planning  with  maternal  and  child  health  care. 
Yemen  has  one  of  the  world's  highest  fertility  rates  at  nearly  eight  children  per 
family,  one  of  world's  highest  child  mortality  rates  at  190  per  1,000  live  births, 
and  one  of  the  world's  highest  maternal  mortality  rates  at  1,000  per  100,000. 
USAID  support  will  increase  the  number  of  family  planning  users  from  4,500  now 
to  14,000  in  1997,  increase  the  availability  of  contraceptives  at  pharmacies  by  50 
percent,  and  give  special  attention  to  the  availability  and  effective  use  of  oral 
rehydration  salts.    In  the  economic  arena,  the  nature  of  the  program  is  basically 
experimental  -  srhall  loan  and  training  programs  including  literacy  which  are 
administered  by  local  non-government  organizations  and  directed  to  women  in 
rural  communities. 

MOROCCO  AND  TUNISIA 

While  I  understand  that  the  jurisdiction  of  this  subcommittee  does  not 
extend  to  the  USAID  programs  in  Morocco  and  Tunisia,  I  would  like  to  include 
these  brief  remarks  about  our  programs  in  those  North  African  countries  for  the 
record. 

Morocco,  the  second  most  populous  country  in  the  region  with  26  million 
people,  is  an  important  and  long  standing  USAID  development  partner  and 
continues  to  play  an  important  and  constructive  role  in  the  peace  process.   U.S. 
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economic  aid  for  Morocco  is  directed  at  expanding  the  base  of  active  stakeholders 
in  the  economy,  increasing  the  competitiveness  of  Moroccan  firms  in  selected 
export  markets,  increasing  the  availability  of  affordable  housing  and  services  for 
low  income  urban  families  and  improving  the  health  of  children  under  five  and 
child-bearing  age  women. 

Morocco  is  modernizing  both  its  business  finance  and  production  practices. 
To  increase  employment  and  income,  USAID  programs  assist  in  developing  new 
and  expanding  existing  small  and  medium  size  enterprises,  improving  their  access 
to  credit,  and  reducing  the  number  of  regulatory  steps  necessary  to  establish  a 
small  business.    USAID  is  assisting  selected,  employment  generating  Moroccan 
firms  to  increase  their  competitiveness  in  the  European  Community  market.    USAID 
is  working  with  local  governments  and  the  National  Housing  Upgrading  Agency  to 
increase  the  quantity  of  affordable  housing  for  low  income  families  and  to  increase 
their  access  to  urban  infrastructure  services.     The  population  growth  rate  and  the 
fertility  rate  in  Morocco  are  high.    USAID  is  assisting  in  the  creation  of  a 
sustainable  health  care  system,  focusing  on  rural  areas,  that  is  accessible  to  all 
Moroccans.    A  significant  reduction  in  infant  and  child  mortality  rates,  an  increase 
in  the  use  of  prenatal  care,  and  growth  in  contraceptive  use  are  the  intended 
results  of  USAID  programs. 

Tunisia  is  among  the  21  missions  around  the  globe  slated  for  closure. 
Tunisia  has  been  an  excellent  development  partner,  and  has  graduated  to  a  point 
beyond  the  concessional  grant  stage  in  the  development  process. 

REGIONAL 

The  Middle  East  region  is  beset  with  trans-national  economic  issues.   Trade 
restrictions,  access  to  reliable  water  supply,  cross-border  environmental  problems, 
and  migration  and  refugee  flows  are  particular  concerns.   Several  USAID-managed 
activities  address  these  issues  by  promoting  regional  problem  solving.   The 
Multilateral  Peace  Talks  Project  supports  the  work  of  the  five  Multilateral  Peace 
Talks  Working  Groups  -  Refugees,  Regional  Economic  Development,  Environment, 
Water,  and  Regional  Arms  Control.   The  Middle  East  Regional  Cooperation  Program 
supports  Israeli-Arab  scientific  and  technical  collaboration  on  economic 
development  problems  effecting  health,  agriculture  production  and  environmental 
degradation.   The  U.S.  -  Israel  Cooperative  Development  Program  supports  delivery 
of  Israeli  technical  assistance  and  training  to  developing  countries  in  Africa,  Latin 
America  and  Asia. 

SUMMARY 

The  political  and  economic  stability  of  the  Middle  East  remains  a  key 
strategic  interest  for  America.    United  States  economic  assistance  is  absolutely 
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vital  to  helping  forward  an  agenda  of  peace.    By  demonstrating  our  staunch 
support  for  those  countries  that  are  making  the  difficult  decisions  necessary  to 
move  this  process  forward  we  are  working  to  make  the  world  more  secure  for 
generations  to  come.  The  path  to  a  lasting  peace  lies  in  improving  the  economic 
and  social  conditions  for  the  people  of  the  region. 

I  would  be  happy  to  answer  your  questions. 
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^USATO 

us    ACESl^     FOR 

IMI  RS  Ul.  'N  VI 

Dl\I  liTMCST 


The  Honorable  Lee  H.  Hamilton 

Chainnan 

Subcommittee  on  Europe  and  the  Middle  East 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

I  would  like  to  clear  up  two  points  concerning  my  testimony 
before  the  House  Foreign  Affairs  Subcommittee  on  Europe  and  the 
Middle  East  on  April  13,  1994. 

First,  the  American  Schools  and  Hospitals  Abroad  (ASHA) 
program  is  administered  by  USAID's  Bureau  of  Humanitarian  Response, 
which  is  headed  by  Assistant  Administrator  Douglas  Stafford.  In 
response  to  a  question  about  the  ASHA  program,  I  inadvertently 
misstated  the  bureau  which  administers  the  program. 

Second,  in  the  context  of  a  discussion  of  expenditures  in  the 
West  Bank  and  Gaza  program,  I  may  have  overstated  the  case  when  I 
indicated  that  I  expect  all  of  the  funds  appropriated  for  this 
fiscal  year  to  be  expended  by  the  end  of  the  fiscal  year.  I 
estimate  that  total  expenditures  this  fiscal  year  will  be 
$50,000,000.  A  significant  portion  of  these  funds  will  be  from  the 
obligations  that  we  have  incurred  this  fiscal  year. 

Thank  you  for  the  opportunity  to  clear  up  the  record. 

Sincerely, 


^^^y\^^uUjm.*^    Crf>y,*/v-Z«~^ 


Margaret  Carpenter 
Assistant  Administrator 
Bureau  for  Asia  and  Near  East 
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Statement  By 

Frederick  C.  smith 

Acting  Deputy  assistant  Secretary  Of  Defense 

Near  Eastern  and  South  Asian  affairs 

Before  The 

subcommtitee  on  europe  and  the  middle  east 

committee  on  foreign  affairs 

house  of  representatives 
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Mr.  Chairman,  members  of  the  Subcommittee,  it  is  a  pleasure  once  again  to 
appear  before  the  Subcommittee  in  support  of  the  Administration's  foreign 
assistance  authorization  request  for  the  Middle  East.  The  Department  of  Defense  is 
in  full  agreement  with  our  colleagues  from  the  Department  of  State  and  AID,  and  I 
wish  to  associate  myself  fully  with  the  statements  and  remarks  of  Mr.  Kurtzer  and 
Ms  Carpenter. 

Traditional  "security  assistance"  funds  in  the  150  International  Affairs 
function  have  been  requested  for  Middle  East  countries  in  Fiscal  Year  1995  in  the 
Regional  Peace  and  Security  account.  Non-economic  assistance  totaling  $3,1 1 1.56 
million  will  be  distributed  among  nine  states  in  the  region. 

Assistance  to  the  Middle  East  helps  meet  legitimate  security  needs  of  our 
friends  in  the  region  and  promotes  democratic  values  and  respect  for  human  rights. 
Recognizing  our  own  resource  limitations,  new  directions  in  our  post  Cold  War 
foreign  policy,  and  competing  domestic  and  other  foreign  assistance  demands,  the 
Administration's  request  is  limited  to  a  "hard  core"  of  recipients,  and  the  military 
assistance  component  of  the  overall  aid  package  is  being  de-emphasized. 

Military  Financing 

Military  Financing,  formerly  "Foreign  Military  Financing"  is  requested  for 
our  principal  partners  in  the  Middle  East  peace  process  as  shown  in  the  table 
below: 


TABLE  1 

FY  1995 

Military  Financing  Request 

(ex-FMF) 

Budget  Authority 
(Ddm  in  'HiouMndt) 

Egypt  1 ,300.000 

Israel  1,800,000 

Jordan  7.300 

Near  East  Total         3,107,300 
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The  Military  Financing  request  for  these  three  Middle  East  countries  constitutes  the 
Administration's  entire  grant  request  for  FY  1995.  The  vast  majority  of  assistance 
in  the  region,  both  military  and  economic,  supports  our  enduring  commitment  to 
achieving  a  just,  lasting,  and  comprehensive  peace  between  Israel  and  her  Arab 
neighbors,  including  the  Palestinians.  We  remain  committed  to  maintaining 
Israel's  qualitative  edge  over  any  likely  combination  of  aggressors.  Our  request 
also  continues  our  support  to  Egypt  and  recognizes  its  essential  position  in 
supporting  regional  stability  and  the  peace  process.  We  also  wish  to  recognize  and 
encourage  the  positive  contribution  made  by  Jordan  toward  achieving 
comprehensive  peace  in  the  region. 

Israel 

The  U.S.  commitment  to  Israel's  security  has  long  been  the  cornerstone  of 
our  policy  in  the  Middle  East.  Our  primary  interest  lies  in  securing  a  just  and 
comprehensive  peace  between  Israel  and  its  Arab  neighbors,  which  in  turn  will 
lead  to  increased  security  and  stability  in  the  Eastern  Mediterranean  and  Middle 
East.  Israel's  security  must  not  be  in  doubt  if  it  is  to  feel  confident  to  engage  in 
bilateral  and  multilateral  peace  efforts. 

Fortunately,  the  threat  to  Israel  today  is  at  an  historic  low.  Changes  in  the 
security  environment,  however,  have  left  Israel  with  a  new  set  of  concerns.  The 
real  challenge  is  no  longer  the  conventional  threat,  although  winning  a 
conventional  war  would  be  costly.  The  real  challenges  are  ballistic  missiles 
coupled  with  biological,  chemical,  and  nuclear  warheads.  Israel  regards  Iran  and 
Iraq  as  its  principal  long-term  strategic  threats,  and  Syria  remains  a  conventional 
threat  to  Israel.  The  most  immediate  threats  for  Israel  are  terrorism  and  the  daily 
violence  in  the  occupied  territories  as  the  peace  process  moves  forward. 

A  key  component  of  our  strategic  relationship  with  Israel  is  the  assistance 
program  designed  to  enhance  Israel's  defensive  capabilities.  The  Administration's 
request  for  $1.8  billion  in  military  financing  for  FY  1995  continues  our  support  at 
the  same  level  sustained  in  the  FMF  program  in  recent  years,  thereby  enabling 
Israel  to  maintain  the  essential  capability  to  defend  itself  against  any  likely 
combination  of  aggressors.  We  will  continue  to  supplement  Israel's  military 
financing  through  other  extraordinary  authorities,  such  as  early  disbursement  of 
funds,  transfer  of  excess  defense  articles  under  the  Southern  Region  Amendment, 
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the  drawdown  of  up  to  $700  million  of  defense  items  from  DoD  stocks,  and  War 
Reserve  Stockpiles  valued  at  $300  million.  Such  support  has  made  it  possible  for 
the  United  States  to  provide  in  significant  ways  for  Israel's  defense  without 
requiring  the  direct  involvement  of  our  armed  forces. 

The  transfer  of  advanced  technology  has  been  another  critical  element  in  our 
commitment  to  Israel's  qualitative  advantage.  We  have  accomplished  this  through 
extensive  cooperative  R&D  programs  and  arms  sales  that  have  involved  the  release 
of  advanced  technologies  and  capabilities  to  Israel  well  before  the  release  of 
similar  technologies  to  its  neighbors.  A  premier  example  of  our  R&D  cooperation 
programs  is  the  ARROW/ACES  anti-tactical  balUstic  missile  programs.  Most 
recently  we  approved  the  sale  of  supercomputers  to  Israel  and  are  allowing  the 
import  of  Israeli  space  launch  vehicle  technology  and  equipment  by  U.S. 
manufacturers. 

Israeli  Prime  Minister  Rabin  met  with  President  Clinton,  Secretary  Perry  and 
Secretary  Christopher  last  month  to  discuss  the  peace  process  and  Israel's  defense 
needs.  This  dialogue  permitted  us  to  redefine  precisely  the  threats  facing  Israel  in 
the  region  and  to  ensure  that  our  resources  are  directed  in  the  most  efficient  way  to 
dealing  with  the  new  threats.  We  will  continue  to  demonstrate  our  strong 
commitment  to  Israel  through  enhanced  military  planning,  tangible  security 
arrangements,  close  military-to-military  contacts,  combined  training  and  exercises, 
and  a  strong  U.S.  military  presence  in  the  region.  We  will  also  sustain  a  dialogue 
with  Israel  on  counterproliferation  efforts  in  the  region. 

On  a  matter  of  special  relevance  to  the  peace  process,  I  am  pleased  to  report 
that  we  have  already  set  in  motion  an  initiative  to  provide  up  to  $4  million  of  non- 
lethal  equipment  to  the  Palestinian  police  forces  that  will  patrol  Gaza  and  Jericho. 
This  is  being  accomplished  under  the  drawdown  authority  for  peacekeeping 
operations  under  Section  552(c)  of  the  Foreign  Assistance  Act. 

Egypt 

Egypt  remains  one  of  our  most  steadfast,  strategic  partners  in  this  volatile 
region.  President  Mubarak  has  supported  our  humanitarian  relief  efforts  in 
SomaUa — where  its  U.N  peacekeeping  contingent  remains  today,  U.N.  sanctions 
against  Iraq,  and  most  importantly,  the  Peace  Process.  As  the  Arab  state  leading 
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the  effort  to  establish  a  lasting  peace  between  Israel  and  her  neighbors,  Egypt  has 
been  very  active  in  promoting  both  bilateral  and  multilateral  negotiations. 

Egypt  has  undertaken  economic  and  military  reform,  as  well  as  intensive 
security  measures,  to  meet  the  challenges  of  continued  development  and  counter 
Islamic  fundamentalist  violence.  It  remains  in  the  U.S.  interest  to  assist  it  in 
converting  to  a  more  market-driven  economy,  developing  their  indigenous 
industry,  and  modernizing  their  armed  forces. 

The  Egyptian  armed  forces  have  been  reduced  in  size  over  the  last  ten  years 
and  have  made  major  strides  in  modernizing  their  equipment  by  acquiring 
Western — mostly  U.S. — weapons  and  support  systems.  Overall,  about  half  of  their 
total  equipment  remains  of  Soviet  origin.  To  ensure  that  the  Egyptian  armed  forces 
continue  to  make  gains  in  interoperability  with  U.S.  and  Western  forces  and  are 
able  to  participate  effectively  in  coalition  and  peacekeeping  operations, 
continuation  of  current  levels  of  military  financing  is  essential.  Many  programs, 
such  as  F-16  and  Ml  Al  tank  purchases,  depend  on  continued  U.S.  funding. 

Additionally,  our  request  for  $1  million  for  Direct  Training  remains  a 
critically  important  aspect  of  the  total  package  of  assistance  to  Egypt.  U.S.  funds 
are  used  to  train  the  pilots  and  crews  who  the  U.S.  equipment  and  to  educate  the 
current  and  future  leaders  in  Western  military  doctiine,  respect  for  human  rights, 
and  the  role  of  the  military  in  democratic  societies.  In  the  long  run,  this  ti-aining 
will  be  one  of  the  most  productive  investments  in  securing  U.S.  national  interests. 
The  training  program  remains  a  critical  tool  for  maintaining  the  close  military-to- 
military  relationships  we  have  developed  with  the  Egyptian  Armed  Forces.  Visits 
in  both  directions  by  senior  American  and  Egyptian  military  and  civilian  defense 
officials  are  common.  The  upcoming  visit  to  Washington  next  month  by  the 
Egyptian  Chief  of  Staff,  General  Tantawi,  is  but  one  example. 

Jordan 

Jordan  is  a  key  player  in  the  Middle  East  peace  process  because  of  its 
geographic  position  and  King  Hussein's  stature  in  the  region.  The  Jordanians  are 
active  participants  in  both  the  bilateral  and  multilateral  fora  and  may  be  on  the 
verge  of  reaching  a  peace  agreement  with  Israel.  U.S. -Jordanian  military  relations 
have  traditionally  been  quite  strong,  but  suffered  from  the  strain  of  Jordan's 
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position  during  the  Gulf  war.  The  historic  military  relationship,  however,  has  been 
revived  over  the  past  year.  The  U.S. -Jordanian  Joint  Military  Commission  met  in 
Washington  in  late  January  of  this  year.  The  strong  affinity  between  our  two 
militaries  arises  from  a  long  history  of  cross-training  at  the  unit  level,  the  IMET 
program  in  which  Jordan  is  a  major  participant,  and  in-country  U.S.  Army  training 
programs. 

Jordan  is  actively  supporting  a  number  of  international  peacekeeping 
operations  on  a  scale  far  exceeding  what  we  might  normally  expect  from  a  country 
of  its  size  and  resources.  The  Jordanian  Armed  Forces  have  fielded  three 
battalions  in  Croatia,  a  military  police  company  to  Cambodia,  a  20-man 
contribution  to  Liberia,  radar  crews  to  support  UNPROFOR  in  Bosnia,  and  is 
providing  training  and  equipment  for  the  nascent  Palestinian  police  force  in  Gaza 
and  Jericho. 

Jordanian  military  equipment  is  largely  of  U.S.  origin  and  costs 
approximately  $120  million  annually  to  maintain.  Much  of  this  expense  was 
provided  by  traditional  foreign  aid  donors,  including  the  U.S.,  many  of  whom  have 
since  withdrawn  or  sharply  reduced  their  support.  Jordan's  military  readiness  since 
the  Gulf  war  has  suffered  greatly,  and  King  Hussein  has  been  forced  to  direct 
reductions  in  the  size  of  the  armed  forces  with  a  new  focus  on  the  border  security 
mission.  The  Administration's  request  for  $7.3  million  in  military  financing  is 
essential  to  maintaining  even  a  portion  of  the  existing  inventory  at  acceptable 
readiness  levels.  The  $1  million  Direct  Training  request  will  allow  the  Jordanian 
military  to  maintain  interoperability  with  U.S.  forces,  heighten  respect  for  human 
rights,  and  strengthen  their  understanding  of  the  proper  role  of  the  military  in 
democratic  societies. 

Direct  Training 

The  other  non-economic  component  of  the  FY  1995  request  is  for  funds  to 
support  "Direct  Training,"  which  equates  to  the  former  "International  Military 
Education  and  Training  "  account.  Funding  in  this  category  would  be  provided  to 
the  following  eight  countries  in  the  amounts  shown: 
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TABS^2 

FY  1995 

Direct  Training  Request 

(ex-MET) 

Budget  Authority 

(Dolwi  In  Thousands) 

Algeria 

75 

Bahrain 

75 

Egypt 

1.000 

Jordan 

1.000 

Lebanon 

400 

Morocco 

800 

Onrun 

110 

Tunisia 

800 

Near  East  Total 

4,Z60 

Our  Direct  Training  programs  will  support  key  objectives  of  the  Administration's 
foreign  policy  by  emphasizing  democratic  development,  respect  for  human  rights, 
defense  resource  management,  and  the  responsible  role  of  the  military  in 
democratic  societies. 

The  Direct  Training  experience  is  critically  important  in  fostering  and 
maintaining  personal  military-to-military  relationships  with  our  friends  and  allies 
throughout  the  region  and  offers  a  high  payoff  for  a  very  small  investment. 

This  year's  request  for  assistance  for  defense-related  training  attempts  to 
restore  funding  levels  that  were  sharply  reduced  in  the  FY  1994  IMET 
appropriation,  but  continues  well  below  the  levels  of  past  years.  The  downward 
trend  in  the  number  of  foreign  military  students  who  are  actually  able  to  participate 
in  education  and  training  programs  in  the  United  States  is  particularly  disturbing, 
since  this  is  the  real  pay-off  in  terms  of  influencing  future  military  leaders  and 
exposing  them  to  the  ideals  of  democracy,  human  rights,  and  a  free  market 
economy. 

Administration 's  Request 

The  funds  requested  to  support  Promoting  Peace  in  FY  1995  reflect  the  new 
direction  of  our  foreign  policy  in  the  post-Cold  War  environment  in  shifting 
resources  away  from  the  provision  of  defense  articles  to  the  pursuit  of  peace, 
democracy,  prosperity,  and  economic  development  and  humanitarian  purposes.  It 
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also  recognizes  our  own  budgetary  limitations.  Nevertheless,  the  Department  of 
Defense  is  concerned  about  the  impact  the  funding  trends  portrayed  in  the 
following  three  tables  will  have  on  our  secxirity  relationships  with  friends  and  allies 
that  have  been  nurtured  over  the  years.  Other  than  Direct  Training,  there  simply  is 
no  U.S.  assistance  to  countries  other  than  those  directly  involved  in  the  Middle 
East  peace  process.  The  Administration's  FY  1995  request  deserves  the 
Subcommittee's  full  support 

TABLE  3 
FY  1993-  1995 
FMF/Militafy  Financing 
Budget  Authority 

(Dollan  In  Thoisandf) 


Bahrain 

Egypt 

Israel 

Jordan 

Morocco 

Onnan 

Tunisia 


FY  1993 

Actual 

500 

1,300,000 

1,800,000 

9,000 

40,000 

1,000 

2.000 


FY  1994 

Requested 

500 

1,300,000 

1 ,800,000 

9,000 

20,000 

2,000 


FY  1994 
Estimated 

1,300,000 

1,800,000 

9,000 


FY  1995 
Request 

1,300,000 

1,800,000 

7,300 


Near  East  Total 

3,152.500     : 

3.127,500 

3,109,000 

3.107,300 

TABLE  4 

FY  1993 -1995 

IMET/Direct  Training 

Budget  Authority 

(DoUart  In  Thousands) 

FY  1993 

FY  1994 

FY  1994 

FY  1995 

Actual 

Requested 

Estimated 

Request 

Algeria 

137 

150 

- 

75 

Bahrain 

103 

75 

— 

75 

Egypt 

1,754 

1,800 

800 

1,000 

Jordan 

500 

1,800 

800 

1,000 

Lebanon 

576 

400 

300 

400 

Morocco 

1,140 

1,000 

500 

800 

Oman 

100 

110 

50 

110 

Tunisia 

1.216 

1.000 

500 

800 

Near  East  Total 


5,526 


6,335 


1,350 


4,260 
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TABLES 

FY  1993 -1995 

IMET/Direct  Training 

Summary  of  Students 

FY  1993 

FY  1994 

FY  1994 

FY  1995 

Actual 

Requested 

Estimated 

Request 

Algeria 

12 

12 

4 

6 

Bahrain 

23 

17 

11 

16 

Egypt 

153 

167 

70 

87 

Jordan 

50 

225 

80 

100 

Lebanon 

40 

33 

21 

27 

Morocco 

89 

62 

39 

62 

Oman 

16 

9 

8 

17 

Tunisia 

92 

91 

38 

60 

Near  East  Total 

475 

616 

271 

375 

Morocco 

Morocco  has  been  a  traditional  U.S.  ally  in  North  Africa  and  the  Arab  world 
since  the  early  days  of  our  Republic.  King  Hassan  has  worked  diligently  toward 
Arab-Israeli  normalization.  Morocco  supports  U.S.  regional  interests  and  always 
responded  positively  to  our  access  requirements.  Morocco  was  a  member  of  the 
Gulf  War  coalition  and  became  eligible  to  receive  lethal  and  non-lethal  excess 
defense  articles.  Morocco  has  been  a  ready  participant  in  UN  peacekeeping 
operations  and  sent  a  1 300-man  contingent  to  Somalia.  The  country  has  relied 
heavily  on  our  grant  military  assistance  over  the  years  to  sustain  its  U.S.-origin 
equipment.  We  estimated  annual  sustainment  costs  in  excess  of  $70  million.  The 
loss  of  Foreign  Military  Financing  this  year,  even  the  Administration's  reduced 
request,  has  been  devastating  to  the  Moroccan  military.  Our  $800,000  Direct 
Training  program  remains  our  only  tool  to  promote  continued  interop)erability  with 
our  forces  for  j)eacekeeping  and  coalition  operations  and  is  our  sole  means  to 
influence  future  Moroccan  military  leaders. 

Tunisia 

Our  program  with  Tunisia  has  been  reduced  to  Direct  Training  only.  Tunisia 
remains  an  important  regional  friend  of  the  U.S.  as  a  force  for  moderation  and 
continued  development.  Tunisia  was  able  to  contribute  forces  to  peacekeeping 
operations  in  both  Cambodia  and  Somalia,  but  its  military  remains  under  severe 
budgetary  constraints.  To  ensure  continued  progress  in  achieving  interoperability 
with  Western  forces  for  peacekeeping  operations  and  in  democratic  development. 
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respect  for  human  rights,  and  the  proper  role  of  the  military  in  democratic  societies, 
Direct  Training  funds  for  Tunisia's  military  are  critically  important. 

Lebanon 

Lebanon  is  a  key  player  in  the  Arab-Israeli  peace  process.  The  United  States 
is  committed  to  seeking  a  unified,  sovereign,  and  independent  Lebanon,  free  from 
foreign  forces  and  armed  militias.  The  reality,  however,  is  a  Lebanon  still 
dominated  by  Syria  and  Israel.  A  key  to  the  withdrawal  of  foreign  forces  is  the 
ability  of  the  Lebanese  Armed  Forces  (LAF)  to  exert  control  over  the  country's 
armed  factions,  particularly  Hizballah  in  the  south.  The  U.S.  supports  taking  steps 
that  strengthen  the  LAF  in  its  efforts  to  expand  its  national  authority.  According  to 
all  reports.  General  Lahud  has  done  a  very  credible  job  in  moving  the  LAF  away 
from  the  confessional  alignments  which  were  largely  responsible  for  its 
disintegration  during  the  civil  war.  Our  $400,000  request  for  Direct  Training 
funding  for  Lebanon  is  key  to  advancing  these  important  U.S.  interests. 

Foreign  Military  Sales 

In  addition  to  our  funded  assistance  programs,  the  United  States  will 
continue  to  support  regional  peace  and  security  through  customer-financed 
purchases  through  the  Foreign  Military  Sales  (FMS)  program.  Such  purchases 
enable  our  friends  and  allies  to  contribute  to  their  own  legitimate  defense  needs  and 
to  international  peacekeeping  and  other  collective  security  arrangements.  These 
programs  are  important  to  us  because  they  foster  interoperability  widi  U.S.  forces 
and  thus  strengthen  coalition  defense  capabilities.  Our  best  projections  of  both 
govemment-to-govemment  and  direct  commercial  sales  for  Calendar  Year  1994 
were  contained  in  the  Secretary  of  State's  letter  of  February  10,  the  so-called  Javits 
Report  required  by  Section  25(a)(1)  of  the  Arms  Export  Control  Act,  the  classified 
contents  of  which  have  already  been  briefed  to  you  in  closed  session.  The 
Department  of  Defense  supports  these  potential  sales  as  vital  contributions  to  our 
own  defense  posture  in  both  combat  and  combat  support  capability  and 
maintaining  our  own  defense  industrial  base.  They  sales  reflect  a  thoroughly 
responsible  conventional  arms  transfer  policy  conducted  in  a  highly  transparent 
manner.  We  will  continue  to  consult  closely  with  the  Congress  on  these  sales  on  a 
case-by-case  basis. 

That  concludes  my  statement,  Mr.  Chairman. 
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Testimony  by 

Cbor-Bishop  Seely  Beggiani,  Chairman 

Commission  for  Lebanon 

Diocese  of  St.  Maron  of  Brooklyn 

and  Diocese  of  Our  Lady  of  Lebanon  of  Los  Angeles 

submitted  to  the 
Subcommittee  on  Europe  and  the  Middle  East 

of  the 

House  Committee  on  Foreign  Affairs 

April,  1994 

Mr.  Chairman,  Members  of  the  Committee,  I  represent  the  Dioceses  of 
St.  Maron  of  Brooklyn  and  Our  Lady  of  Lebanon  of  Los  Angeles,  who 
together  have  responsibility  for  Maronite  Catholics  found 
throughout  the  United  States.  Since  most  of  our  members  are 
Americans  of  Lebanese  descent  or  recent  Lebanese  immigrants,  we 
have  a  deep  concern  and  abiding  interest  in  the  country  of  Lebanon. 

In  considering  the  areas  of  the  world  and  the  countries  that  are 
important  to  American  national  interest,  it  is  our  belief  that 
Lebanon  and  its  future  are  worthy  of  serious  attention. 

First,  Lebanon  is  a  democracy,  according  to  its  Constitution,  the 
clear  desire  of  its  people,  and  its  modern  history.  Lebanon  is  a 
democracy  in  a  region  of  extremely  few  democracies.  Lebanon  was  a 
founding  member  of  the  United  Nations  and  has  always  had  good 
relations  with  the  United  States.  Lebanon  is  a  nation  that  has  not 
engaged  in  Middle  Eastern  conflicts  since  1948. 

We  regret  that  Lebanon's  democratic  system  was  seriously  undeirmined 
in  the  parliamentary  elections  of  1992.  The  unacceptable 
interference  and  manipulation  by  foreign  occupiers  lead  to  the 
refusal  of  large  numbers  of  Lebanese  to  participate.  This  has  been 
a  setback  in  the  process  of  national  reconciliation.  However, 
there  is  no  doubt  that  free  and  fair  elections  is  the  desire  of  the 
overwhelming  majority  of  Lebanese. 

Second,  it  is  the  desire  of  the  Lebanese  government  and  army  to 
extend  full  control  over  all  of  its  national  territory.  This 
achievement  would  enable  Lebanon  to  eliminate  the  traffic  in  drugs 
and  the  operation  of  terrorist  groups  on  its  soil.  It  is  in 
America's  national  interest  to  help  Lebanon  achieve  these  goals. 

Third,  Lebanon  remains  a  major  cultural  and  intellectual  center  in 
the  Middle  East.  It  has  a  long  history  of  being  a  crossroads  of 
West  and  East,  and  a  meeting  place  of  the  world's  great  religions. 
Despite  the  obvious  difficulties  and  tensions  that  exist  today,  it 
is  the  one  country  of  the  Middle  East  that  can  serve  as  a  model  for 
religious  tolerance  and  cooperation.  Lebanon's  universities  and 
religious  institutions  of  higher  learning  still  exercise  great 
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influence  in  shaping  the  political  and  social  thought  of  the  Arab 
world. 

Lebanon's  rehabilitation  and  future  are  being  seriously  undermined 
by  the  presence  of  foreign  forces  on  its  soil.  While  it  is  the 
stated  and  constant  policy  of  the  United  States  that  it  is 
committed  to  the  territorial  integrity,  unity,  sovereignty,  and 
full  independence  of  Lebanon,  we  are  deeply  concerned  about  how  it 
is  being  implemented  at  the  present  time. 

Syria  and  Israel  continue  to  occupy  Lebanese  territory,  despite  the 
provisions  of  the  Taif  agreement  regarding  Syria  and  the  United 
Nations  resolutions  regarding  Israel.  It  would  seem  at  the  present 
time  that  this  illegal  situation  is  being  tolerated  by  the  world 
community  and  the  United  States  pending  successful  resolution  of 
the  Middle  East  peace  talks.  Lebanon  had  no  role  in  the  creation 
of  the  Israeli-Palestinian  problem.  Lebanon's  freedom  should  not 
become  hostage  to  the  success  of  the  Middle  East  peace  talks,  nor 
should  its  territory  be  a  "bargaining  chip"  in  the  negotiations 
between  Syria  and  Israel. 

Nevertheless,  we  remain  hopeful  about  Lebanon.  Lebanon  has  a  long 
history  of  surviving  foreign  occupiers,  and  being  abandoned  by 
world  powers.  Its  people  are  freedom-loving,  intelligent,  educated 
and  resourceful.  The  past  few  years  have  seen  great  economic 
progress  and  the  process  of  rehabilitation  and  reconstruction 
proceeds  at  a  steady  pace. 

In  addition  to  calling  upon  our  government  to  act  more  aggressively 
in  helping  to  bring  about  the  departure  of  foreign  forces  from 
Lebanon,  there  are  other  relatively  modest  measures  that  we  would 
like  to  recommend.  While  we  would  have  favored  a  larger  amount,  we 
ask  that  Congress  pass  the  economic  assistance  proposed  for  Lebanon 
in  this  year's  budget.  This  gesture  would  be  another  vote  of 
support  by  the  United  States  for  the  efforts  toward  recovery  being 
made  by  the  Lebanese  people. 

We  believe  that  a  strong  and  effective  national  Lebanese  army  is  a 
major  element  in  achieving  Lebanon's  territorial  sovereignty  and 
independence.  The  army  has  also  become  an  effective  instrument  of 
Lebanon's  rehabilitation.  We  appreciate  the  IMET  assistance,  and 
the  equipment  that  have  been  made  available  to  the  Lebanese  army 
during  this  past  year  and  ask  that  this  policy  be  continued  and 
expanded. 

Speaking  for  the  Maronite  Church,  the  humanitarian  program 
established  by  the  Maronite  Patriarch  and  Bishops  in  Lebanon  to 
assist  the  needy  in  health  care,  schools  and  housing  continues  its 
work.  Its  aid  is  distributed  solely  on  the  basis  of  need,  with  no 
distinction  as  to  religion  or  any  other  criteria. 

As  the  United  States  continues  to  bear  its  responsibility  of 
helping  to  establish  a  world  order  based  on  justice  and  peace,  it 
must  deal  with  all  the  regions  of  the  world  including  the  Middle 
East.  It  is  our  belief  that  the  nation  of  Lebanon  can  be  a 
valuable  partner  of  the  United  States  in  establishing  freedom  and 
democracy  in  that  region.  A  relatively  moderate  investment  of 
American  resources  can  significantly  advance  these  goals. 
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National  Assocution  of  Afab  Americans 


8TATEBIENT  OF  KHALIL  E.  JAHSHAN.  EXECUTIVE  DIRECTOR. 

NATIONAL  ASSOCIATION  OF  ARAB  AMERICANS  (NAAA).  TO  THE 

HOUSE  FOREIGN  AFFAIRS  SUBCOMMITTEE  ON 

EUROPE  AND  THE  BODDLE  EAST 

June  30.  1994 

The  National  Association  of  Arab  Americans  (NAAA)  is  pleased  to  present 
written  testimony  on  the  Middle  East  portion  of  the  Administration's 
Fiscal  Year  1995  foreign  aid  request.  As  the  principal  lobbying 
organization  of  the  Arab-American  community,  NAAA  beUeves  that  strong 
and  mutually  beneficial  relations  between  the  United  States  and  the  Arab 
countries  sure  in  the  U.S.  national  interest.  The  foreign  assistance 
programs  that  the  United  States  has  implemented  in  the  Arab  world  have 
done  much  to  strengthen  and  solidify  such  relations,  and  we  offer  our 
strong  support  for  foreign  aid  as  a  means  of  enhancing  U.S.  national 
interests  in  the  Middle  East  and  around  the  world. 

We  commend  this  Subcommittee  for  the  serious  and  responsible  efforts  It 
has  made  over  the  years  —  in  the  face  of  severe  budgetary  constraints  and 
political  sensitivity  —  to  authorize  U.S.  aid  at  levels  which  will  promote 
development  and  Improve  the  well-being  of  the  largest  number  of 
recipient  countries  possible.  We  hope  that  this  Subcommittee  will 
continue  to  exert  the  leadership  necessary  to  adapt  the  foreign  aid 
process  to  rapidly  changing  international  realities. 


Forel^  Aid  In  the  Poat-Cold  War  Era 

The  collapse  of  the  former  Yugoslavia  and  the  former  Soviet  Union,  the 
civil  war  in  Somalia  and  Rwanda,  and  other  international  developments 
have  profoundly  changed  political  and  economic  equations  in  the  Middle 
East  and  elsewhere  and  placed  sharp  new  demands  on  the  foreign  aid 
budget.  Changing  U.S.  national  security  interests,  therefore,  require  the 
United  States  to  reevaluate  the  distribution  of  scarce  foreign  aid  dollars. 
Perhaps  more  than  at  any  previous  time.  Congress  needs  to  allocate  aid 
strictly  on  the  basis  of  need  and  other  long-term  interests. 

We  applaud  the  Chairman  and  Ranking  Member  of  the  Foreign  Affairs 
Committee  and  this  Subcommittee  for  their  continuing  efforts  to  effect 
fundamental  changes  in  the  foreign  aid  process.  We  believe  that  the 
allocation  of  foreign  aid  should  be  based  on  the  following  considerations: 
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•  Aid  should  be  provided  only  for  specific  projects  or  programs 
which  demonstrably  will  have  a  beneficial  impact  on  the 
development  and  well-being  of  the  recipient  country.  We  oppose 
giving  lump  sums  of  aid  to  any  country  without  full 
accountability  and  close  oversight.  Congress  should  review  and 
report  on  the  Impact  that  Individual  aid  programs  have  had  on 
recipient  countries. 

•  An  optimal  disbursal  of  aid  dollars  would  increase  the  proportion 
of  economic  aid  in  the  total  assistance  package  and  decrease  the 
emphasis  on  military  hardware.  While  the  legitimate  defense  needs 
of  friends  and  allies  can  and  should  be  addressed,  the  emphasis  of  the 
foreign  aid  program  must  be  on  economic  development. 

•  No  country,  without  exception,  should  be  immune  from  cuts  in 
foreign  aid.  In  the  face  of  overwhelming  pressures  to  reduce  the 
foreign  aid  budget.  It  Is  Important  that  cuts  be  allocated  fairly  and 
proportionally.    U.S.  aid  should  not  be  viewed  as  an  entitlement. 

•  The  practice  of  earmarking  the  vast  majority  of  aid  dollars  for  a 
small  number  of  favored  countries  should  be  permanently 
eliminated.  We  are  pleased  at  the  movement  In  Congress  over  the 
past  two  years  toward  ending  this  practice.  Nevertheless,  the  bulk  of 
aid  dollars  continues  to  be  reserved  for  one  or  two  countries  despite  a 
shrinking  foreign  aid  budget.  Allocation  of  U.S.  aid  to  a  wider  range  of 
deserving  nations  would  be  much  more  successful  in  promoting  U.S. 
Interests  around  the  world. 

•  There  should  be  an  unmistakable  and  unavoidable  linkage  of  U.S. 
foreign  assistance  to  the  human  rights  policies  of  a  recipient 
country.  Section  116  of  the  Foreign  Assistance  Act  of  1961 
specifically  proscribed  U.S.  assistance  to  countries  which  engage  in  "a 
consistent  pattern  of  gross  violations  of  internationally  recognized 
human  rights."  This  is  a  laudable  goal  and  should  be  consistently  and 
fairly  enforced  as  a  matter  of  principle. 

The  Peace  Process 

The  past  twelve  months  have  seen  significant  developments  in  the  peace 
process.  NAAA  supports  the  ongoing  Bllddle  East  peace  talks  and 
earnestly  hopes  that  the  Clinton  Administration  will  succeed  in 
encouraging  all  the  parties  to  find  a  comprehensive.  Just,  and  lasting 
solution  to  the  Arab-Israeli  conflict.  As  Americans  of  Arab  descent,  our 
members  yearn  for  an  era  in  which  all  peoples  In  the  Middle  East  can  live 
In  a  stable  and  peaceful  environment. 
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The  Israeli  gOTeminent  and  the  PLO  should  be  commended  for  the 
progress  they  have  made  in  achieving  the  first  steps  toward 
Palestinian  self-rule  in  the  Gaza  Strip  and  the  Jericho  area.    The 

limited  Israeli  withdrawal  and  redeployment  from  those  occupied  areas 
was  both  a  tangible  and  a  symbolic  step  toward  building  the  mutual 
confidence  that  wlU  be  necessary  to  achieve  peace  in  the  region. 

We  are  concerned,  however,  that  the  long  delays  in  negotiations,  a 
series  of  missed  deadlines,  and  continuous  violations  of  human  rights 
have    dangerously    eroded    support    for    the    peace    process   and 

Jeopardized  the  successful  Implementation  of  the  Declaration  of 
Principles  on  Interim  Self-Government  Arrangements  (DOP)  that  was 
signed  at  the  White  House  last  September  13.  Negotiations  between  the 
parties  will  require  further  compromise  on  all  sides.  Conversely,  any 
formula  that  addresses  the  concerns  of  either  side  to  tJie  exclusion  of  the 
other  is  doomed  to  fall. 

We  believe  that  it  is  imperative,  therefore,  that  Israel  and  the  PLO 
capitalize  on  the  momentum  generated  by  the  Gaza-Jericho  accord  of 
May  4,  1994,  and  move  as  quickly  as  possible  to  negotiate  the  so- 
called  "flnal  status"  issues,  including  Jerusalem,  refugees, 
settlements,  security  arrangements,  borders,  relations  and  cooperation 
with  other  neighbors,  smd  other  issues  of  common  interest.  Support  for 
the  peace  process  in  Israel  and  the  Occupied  Territories  will  rapidly 
erode  if  tangible  progress  is  not  made  in  moving  the  process  forward. 

Corresponding  progress  must  be  secured  on  all  other  tracks  of  the 
peace  process.  We  are  gratified  at  recent  agreements  being  reached  on 
the  Israel-Jordanian  track.  Nevertheless,  little  progress  appears  to  have 
been  made  on  the  Israel-Syrian  or  the  Israel- Lebanon  tracks.  Israeli 
bombing  of  targets  In  Lebanon  have  been  counterproductive  and  are  an 
Impediment  to  the  peace  process  and  to  regional  stability. 

We  believe  that  the  active  and  impartial  involvement  of  the  Clinton 
Administration  in  the  peace  process  is  an  indispensable  ingredient 
for  a  successful  conclusion  of  negotiations.  If  the  peace  process  is  to 
succeed,  the  Clinton  Administration  must  devote  its  full  attention  to 
developing  and  promoting  a  viable  and  comprehensive  process  that  will 
equitably  balance  Israel's  legitimate  security  needs  with  similar  needs  on 
the  Arab  side,  and  particularly  with  Palestinian  national  rights.  Such  a 
policy  will  require  that  the  United  States  act  affirmatively  on  occasion  to 
present  detailed  American  suggestions  when  the  parties  on  one  or  more 
tracks  are  at  an  impasse. 
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U.S.  Aid  Reonestt 


The  bulk  of  U.S.  aid  to  the  Middle  East  has  gone  to  Israel  and  Egypt  since 
the  establishment  of  peace  between  them  in  1979.  and  the  enormous 
outlay  of  aid  dollars  to  Israel  and  Egypt  will,  from  all  reports,  continue  in 
Fiscal  Year  1995.  NAAA  supports  the  Administration's  aid  request  for 
Egypt  for  FY  1995.  as  we  have  in  past  years. 

U.S.  assistance  will  be  an  indispensable  tool  in  promoting  the  current 
peace  process.  NAAA  strongly  supports  the  recommendation  of  the 
Clinton  Administration  to  extend  aid  to  the  West  Bank  and  Gaza.  Lebanon, 
and  Jordan  in  FY  1995  as  a  wise  and  essential  investment  in  peace. 

Aid  requests  for  most  other  countries  in  the  Middle  East  are  small. 
NAAA  supports  the  aid  requests  for  Morocco  and  Yemen  and  the 
minuscule  requests  for  Oman.  Tunisia.  Algeria  and  Bahrain. 


Aid  to  ggypt 

The  United  States  and  Egypt  continue  to  maintain  the  close  and 
committed  relationship  that  has  been  developing  over  the  past  two 
decades.  Egypt  has  consistently  worked  to  nurture  the  Middle  East 
peace  process  and  promote  a  Palestinian-Israeli  dialogue,  and  these 
efforts  have  recently  come  to  fruition  in  the  signing  of  the  Gaza-Jericho 
accord  on  May  4.  1994.  in  Cairo.  The  readiness  of  Egyptian  officials  to 
take  risks  for  peace,  even  In  the  face  of  considerable  economic 
difficulties  at  home,  attests  to  their  dedication. 

In  recognition  of  the  Importance  of  Egypt  as  a  dependable  ally  and  a 
regional  leader  for  peace,  the  United  States  has  for  many  years  provided 
Egypt  with  substantial  levels  of  economic  and  military  assistance.  NAAA 
has  supported,  and  continues  to  support,  aid  to  Egypt  as  a  significant 
contribution  to  peace  and  stability  in  the  Middle  East.  Egypt  truly  needs 
the  aid  that  has  been  provided  over  the  years. 

U.S.  assistance  to  Egypt  also  plays  a  pivotal  role  In  the  ability  of  Egypt  to 
Institute  much-needed  economic  reforms.  There  is  no  doubt  that  further 
significant  reforms  are  both  necessary  and  desirable  In  the  long  run, 
though  the  burdens  of  such  reforms  on  the  large  and  growing  Egyptian 
populace  will  be  substantial  and  must  be  allocated  wisely  and  equitably. 
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Aid  to  the  Wffrt  BflT]^  «"*<  r'«»« 


The  President's  request  for  $75  million  for  the  West  Bank  and  Gaza 
underscores  the  U.S.  commitment  to  ensuring  the  success  of  the  peace 
process  and  will  help  the  Palestinian  economy  recover  from  severe 
strains.  We  applaud  this  recognition  of  the  importance  of  substantially 
increasing  aid  to  the  Occupied  Territories,  and  consider  it  to  be  a  wise 
investment  for  peace. 

International  technlcad,  economic  and  financial  aid  will  be  indispensable 
to  enable  the  Palestinian  National  Authority  to  establish  Palestinian  self- 
government  in  the  Gaza  Strip  and  the  Jericho  area,  which  have  now  been 
surrendered  by  Israel.  At  a  time  when  the  international  community  has 
been  dilatory  and  miserly  In  carrying  out  Its  financial  commitments  to 
help  Implement  the  agreements  reached  between  Israel  and  the  PLC. 
U.S.  assistance  at  this  level  provides  an  Important  political  message  to 
the  Palestinian  people.  Failure  to  provide  aid  In  sufficient  quantities  in  a 
timely  manner  will  Jeopardize  the  peace  process. 

In  recent  years,  the  Palestinian  economy  in  the  Occupied  Territories  has 
suffered  severe  strains  as  a  result  of  the  Intifada  (organized  in  opposition 
to  the  Israeli  occupation),  the  Influx  of  Soviet  Immigrants  Into  Israel  and 
the  Occupied  Territories  (who  have  taken  jobs  away  from  Palestinians), 
and  the  dislocation  of  thousands  of  Palestinians  In  the  aftermath  of  the 
Gulf  crisis.  The  U.S.  aid  program  will  help  alleviate  these  economic 
disruptions. 


Aid  to  Lebanon 

A  strong  and  vibrant  Lebanese  economy  is  an  essential  ingredient  for  the 
Lebanese  government  to  consolidate  political  stability,  fully  implement 
the  Talf  Accords,  and  promote  reconstruction.  We  urge  the 
Administration  and  the  U.S.  Congress  to  allocate  levels  of  aid  to  Lebanon 
that  will  adequately  meet  Its  pressing  economic  needs  and  tangibly 
contribute  to  Lebanon's  reconstruction.    Current  levels  are  Inadequate. 

The  ability  of  the  U.S.  government  to  determine  Lebanon's  specific  needs 
and  devise  programs  which  will  adequately  address  these  needs  has  been 
hampered  by  the  lack  of  an  "on-site"  official  of  the  Agency  for 
International  Development  in  Lebanon.  We  recommend  that,  as  soon  as 
the  security  situation  permits,  an  A.I.D.  official  be  added  to  the  American 
diplomatic  contingent  already  present  at  the  U.S.  embassy  In  Beirut. 
This  measure  would  enhance  the  effectiveness  of  our  programs  and 
materially  aid  the  reconstruction  of  Lebanon. 
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Immediate  efforts  shouia  aiso  be  made  to  help  Lebanon  Increase  its 
capacity  to  absorb  additional  aid.  Given  the  current  difficulty  of 
administering  U.S.  aid  programs  to  Lebanon  from  outside  that  country,  it 
is  vital  that  U.S.  aid  be  devoted  to  encouraging  the  expansion,  efBciency. 
and  effectiveness  of  indigenous  private  voluntary  organizations  (PVOs)  in 
Lebanon. 

NAAA  strongly  supports  the  continuation  of  U.S.  assistance  to  the 
American  University  of  Beirut  (AUB).  U.S.  aid  to  AUB  has  for  many  years 
been  one  of  the  best  long-term  investments  in  U.S. -Arab  relations  and  a 
tangible  signal  to  the  commitment  of  the  United  States  to  academic 
excellence  and  freedom.  The  American  University  of  Beirut  has  for 
generations  been  a  beacon  of  western  thought  and  education  in  the  Arab 
world,  and  its  alumni  include  many  of  the  most  prominent  Arab  leaders 
and  intellectuals.  We  urge  this  Subcommittee  to  ensure  that  this  vital 
assistance  be  continued. 


Aid  to  Jordan 

Jordan  has  proven  to  be  a  vital  component  in  the  search  for  peace  in  the 
Middle  East.  Over  the  past  year,  the  Jordanian  government  has 
demonstrated  the  flexibility  and  courage  necessary  to  achieve  significant 
progress  on  the  Israel-Jordan  track  of  the  peace  process. 

The  preservation  of  political  and  economic  stability  in  Jordan,  especially 
in  its  current  movement  toward  democracy,  is  in  the  U.S.  national 
Interest.  Jordan's  ability  to  function  as  a  central  actor  in  the  current 
phase  in  the  peace  process  depends  in  large  part  upon  the  willingness  of 
the  United  States  to  help  it  in  meeting  its  pressing  economic  problems. 

NAAA  strongly  supports  the  Administration's  aid  proposals  for  Jordan  as 
the  minimum  necessary  to  achieve  that  goal.  We  also  welcome  President 
Clintons  offer  to  seek  forgiveness  of  Jordan's  $700  million  debt  to  the 
United  States.  Forgiveness  of  that  debt  would  send  a  strong  affirmation 
of  the  U.S.  commitment  to  the  peace  process. 

The  Gulf  crisis  had  disastrous  repercussions  in  Jordan.  It  has  been 
estimated  that  losses  to  Jordan's  economy  resulting  from  the  Gulf  crisis 
and  its  aftermath  totaled  more  than  one-half  of  its  annual  GNP.  The 
Jordanian  economy  was  seriously  undermined  as  Jordan  enforced  U.N.- 
imposed  economic  sanctions  on  Iraq,  which  had  been  a  major  trading 
partner  before  the  war.  Jordanian  exports  were  seriously  reduced,  while 
oil  costs  increased  drastically.  The  economy  was  further  burdened  when 
the  Kingdom  op>ened  its  borders  to  tens  of  thousands  of  refugees  fleeing 
devastation  in  Kuwait  and  Iraq. 
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At  the  same  time,  large  numbers  of  Jordanians  and  Palestinians  working 
in  the  Gulf  were  displaced  during  the  crisis,  increasing  unemployment  in 
the  Kingdom  and  drastically  reducing  remittances  from  abroad. 
Unemployment  in  Jordan  this  year  is  beheved  to  be  approximately  18 
percent.  Almost  20  percent  of  Jordan's  population  lives  in  poverty. 
Jordan  badly  needs  U.S.  economic  assistance  to  tackle  its  severe 
economic  problems  successfully  and  enter  into  a  sustained  recovery. 

Conclusion 

We  believe  that  the  closest  possible  relationships  between  the  United 
States  and  the  countries  of  the  Arab  world  are  an  essential  component  for 
promoting  U.S.  national  security  interests  in  the  Middle  East.  These 
relationships,  built  on  mutual  trust  and  respect,  will  benefit  all  parties 
concerned. 

U.S.  foreign  aid  to  the  Arab  World,  in  particular,  is  a  wise  and  prudent 
investment  in  the  stability  of  the  region  that  strengthens  already  solid 
friendships  and  underscores  the  U.S.  commitment  to  Its  Arab  allies.  We 
urge  this  Subcommittee  to  review  the  Clinton  Administration's  foreign 
assistance  requests  for  the  Arab  countries  with  sensitivity  and  concern 
for  their  compelling  individual  needs. 

We  strongly  support  the  efforts  of  the  Clinton  Administration  to  provide 
the  funding  necessary  for  the  successful  implementation  of  the 
Declaration  of  Principles  on  Interim  Self- Government  Arrangements 
(DOP).  For  the  peace  process  to  be  successful,  the  international 
community  —  and  the  United  States  in  particular  —  must  help  provide 
the  fledgling  Palestinian  Authority  with  the  wherewithal  to  govern  the 
Gaza  Strip  and  the  Jericho  area. 

NAAA  supports  the  Administration's  request  for  Arab  countries  in  FY 
1995.  However,  we  note  with  concern  that  some  programs,  particularly 
the  one  for  Tunisia,  have  been  reduced  to  levels  that  are  virtually 
insignificant.  We  hope  that  aid  levels  in  the  coming  years  will  better 
reflect  the  pressing  needs  of  the  recipient  countries. 
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Executive  Summary 


Section  239  of  the  Fiscal  Year  1994  National  Defense  Authorization  Act  requested 
that  the  Secretary  of  Defense  submit  to  Congress  a  report  on  the  Arrow  Tactical  Anti-Missile 
program.  Responses  to  some  of  the  congressional  requirements  for  information  are  classified. 
This  report  responds  to  those  requirements  that  do  not  require  a  classified  response.  A 
separate  classified  report  provides  the  complete  responses.  The  Arrow  Tactical  Anti-Missile 
program  is  referred  to  as  the  Arrow  System  in  this  report. 

Israel  plans  to  deploy  the  Arrow  System  to  protect  their  population  centers  and 
critical  military  assets  from  attack  by  tactical  ballistic  missiles  (TBMs)  armed  with 
conventional  and  unconventional  warheads.  The  Arrow  System  will  include  a  United  States- 
Government  of  Israel  (GOl)  cooperatively  developed  missile  and  launcher  and  a  GOI- 
developed  fire  control  radar  and  battle  management  center. 

Background 

In  1986,  the  U.S.  and  the  GOI  entered  into  a  memorandum  of  understanding  for  the 
Israel  Ministry  of  Defense  (MoD)  peirticipation  in  research  programs  of  the  Strategic  Defense 
Initiative  Organization  (now  the  Ballistic  Missile  Defense  Organization  (BMDO)).  The  first 
U.S. -GOl  project  was  the  Mid  East  Architecture  Study  that  identified  the  need  for  defending 
Israel  from  TBM  attack. 

Arrow  Experiments  Project 

Subsequently,  in  1988  the  U.S.  and  the  GOI  agreed  to  the  cooperative  development  of 
a  missile  to  demonstrate  the  feasibility  of  the  Israeli  missile  defense  concept  and  the 
performance  of  a  pre-prototype  missile.  This  effort,  knovm  as  the  Arrow  Experiments 
Project,  was  performed  imder  a  firm-fixed-price  contract  that  was  cost-shared  between  the 
U.S.  (80%)  and  the  GOI  (20%).  The  1988  Memorandum  of  Agreement  (MOA)  allowed  the 
GOI  to  use  foreign  military  financing  (FMF)  to  fund  up  to  25%  of  their  share.  The  total  cost 
to  the  U.S.  for  the  Arrow  Experiments  Project  was  $132.5M  plus  $7.9M  FMF  applied  by  the 
GOI  toward  their  share. 

ACES  Project 

The  follow-on  Arrow  Continuation  Experiment  (ACES)  Project  began  in  1991.  The 
purpose  of  this  effort  is  to  conduct  flight  tests  of  a  down-sized,  tactical  prototype  missile. 
This  finn-fixed-price  contract  is  cost-shared  by  the  U.S.  (72%)  and  the  GOI  (28%),  with  a 
total  direct  cost  to  the  U.S.  of  $257M.  The  1991  ACES  MOA  allows  the  GOI  to  potentially 
fund  all  of  its  $90M  cost-share  through  FMF.  Since  the  effort  continues  today,  the  total  FMF 
applied  by  the  GOI  to  the  ACES  Project  is  yet  to  be  determined. 

Arrow  Deployability  Initiative 

The  Congress  authorized  the  Arrow  Deployability  Initiative  in  Fiscal  Year  1994.  This 
effort  is  now  in  the  plaiming  stage  and  will  provide  for  the  research  and  development  of 
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technologies  associated  with  the  deployment  of  the  Arrow  missile.  These  projects  would 
extend  over  a  three  year  period  with  an  estimated  direct  cost  to  the  U.S.  not  to  exceed  S60M. 

Benefits  to  the  U.S. 

The  U.S.  derives  considerable  benefits  from  its  participation  in  the  Arrow  and  ACES 
missile  projects.  Development  programs  of  U.S.  theater  missile  defense  weapon  systems 
benefit  from  sensor,  aerodynamics,  lethality,  and  kill  assessment  technologies  being  tested 
and  demonstrated  by  ACES  tests.  Additionally,  anticipated  interoperability  of  the  Arrow 
System  with  U.S.  systems  will  facilitate  coordinated  defense  if  U.S.  systems  should  deploy  to 
the  Mid  East  theater. 

Estimated  Total  Cost  to  the  U.S. 

The  total  U.S.  direct  cost  for  the  Arrow  Experiments  Project  (completed),  the  ongoing 
ACES  Project,  and  the  Arrow  Deployability  Initiative  is  not  to  exceed  $450M.  Since 
negotiations  for  a  MOA  for  the  Arrow  Deployability  Initiative  are  still  underway,  the  U.S.- 
GOI  cost-share  and  restrictions  on  the  use  of  FMF  are  yet  to  be  determined.  The  U.S.  has  no 
commitment  to  any  funding  for  the  Arrow  System  other  than  support  of  these  demonstration 
projects. 

The  Arrow  System 

The  Arrow  System  will  deploy  incrementally  from  the  late- 1990s  into  the  next 
century.  The  system  will  include  the  U.S.-GOI  developed  missile  and  launcher  and  the  GOI- 
developed  fire  control  radar,  launch  control  center,  and  fire  control  center.  A  long  range  early 
warning  radar  is  under  consideration,  but  the  GOI  has  not  selected  it  yet  for  inclusion  in  the 
Arrow  System. 

The  DoD  has  conimitted  to  support  only  the  Arrow  missile  and  launcher  through  the 
development  phase.  The  DoD  does  not  intend  to  continue  support  of  the  Arrow  System 
beyond  the  current  commitment. 

U.S.  Alternatives  to  the  Arrow  System 

The  DoD  examined  three  U.S.  existing  or  planned  TMD  systems  that  might  be 
capable  of  meeting  Israeli  TBM  defense  needs:  the  Theater  High  Altitude  Area  Defense 
(THAAD)  system,  the  Patriot  Advanced  Capability-3  (PAC-3)  system,  and  the 
AEGIS/Standard  MissUe  Block  IVA  (AEGIS/SM-2  Blk  IVA)  system. 

Each  of  the  U.S.  alternative  systems  has  imique  state-of-the-art  features.  Technology 
transfer  issues  associated  with  the  U.S.  alternative  systems  include  signal/data  processing, 
electro-optical  sensors,  radio  frequency  sensors,  software,  stirvivabiiity,  lethality,  propulsion, 
and  advanced  radar  wave  forms. 

The  classified  report  provides  the  DoD's  assessment  of  the  Arrow  System  and  a 
comparison  to  the  candidate  U.S.  alternatives'  system  performance,  schedule  and  cost. 


494 

Arrow  System  Report  To  Congress 


Introduction 

Section  239  of  the  Fiscal  Year  1994  National  Defense  Authorization  Act  requested 
the  Secretary  of  Defense  submit  to  Congress  a  report  on  the  Arrow  Tactical  Anti-Missile 
program.  This  report  responds  to  specific  congressional  requirements  for  information  on  the 
Arrow  Tactical  Anti-Missile  program,  referred  to  as  the  Arrow  System  in  the  remainder  of 
this  report.  Israel  plans  to  deploy  the  Arrow  System  to  protect  their  population  centers  and 
critical  military  assets  from  attack  by  tactical  ballistic  missiles  (TBMs)  armed  with 
conventional  and  unconventional  warheads.  The  Arrow  System  will  include  a  United  States- 
Government  of  Israel  (GOI)  cooperatively  developed  missile  and  launcher  and  a  GOI 
developed  fire  control  radar  and  battle  management  center. 

Responses  to  some  of  the  congressional  requirements  for  information  are  classified.  A 
separate  classified  report  provides  the  complete  responses.  This  report  is  based  on 
information  from  program  data  that  the  U.S.  Government  has  access  to  or,  as  necessary,  from 
the  best  estimates  available  to  the  U.S.  Government. 

This  unclassified  report  includes  requested  information  on  the  estimated  total  cost  to 
the  U.S.  (including  funding  provided  through  foreign  military  sales  financing  under  the  Arms 
Export  Control  Act),  a  description  of  the  contract  types,  and  information  on  existing  or  future 
U.S.  systems  that  may  meet  the  tactical  ballistic  missile  defense  needs  of  Israel  as  possible 
alternatives  to  Arrow  development. 

In  addition,  this  report  includes  an  overview  of  the  history  of  the  U.S.  involvement  in 
the  Arrow  missile  development,  including  the  benefits  derived  by  the  U.S.  from  its 
pairticipation. 

Background 

The  U.S.  Goverrunent  and  the  GOI  established  the  nature  of  the  GOI  participation  in 
the  Strategic  Defense  Initiative  Organization  (SDIO)  (now  the  Ballistic  Missile  Defense 
Organization  (BMDO))  research  programs  in  an  umbrella  memorandum  of  understanding 
(MOU)  in  1986.  This  formed  the  basis  for  a  contract  awarded  later  to  the  Israel  Ministry  of 
Defense  (MoD)  to  conduct  a  Mid  East  Architecture  Study.  The  study  identified  the  need  for 
defending  Israel  from  TBM  attacks.  The  TBM  threat  to  Israel  may  arise  from  several  nearby 
countries  with  current  or  planned  inventories  of  TBMs  with  ranges  up  to  1000  kilometers. 

The  U.S.  and  GOI  cooperatively  supported  the  Arrow  missile  pursuant  to  two 
memoranda  of  agreement  (MO A).  The  first  MOA  in  1988  initiated  the  Arrow  Experiments 
Project.  In  1991,  a  second  MOA  initiated  the  Arrow  Continuation  Experiments  (ACES) 
Project. 
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Arrow  Experiments  Project 

The  purpose  of  the  Arrow  Experiments  Project  was  to  demonstrate  the  feasibility  of 
the  Israeli  defense  concept  and  the  performance  capabilities  of  a  prc-prolotypc  of  the  Arrow 
missile.  The  BMDO  position  was  that  the  Arrow  experiment  would  demonstrate  the 
capabilities  of  a  non-U. S.  missile  and  provide  information  about  a  technical  approach  that 
differed  from  any  current  or  envisioned  U.S.  theater  missile  defense  (TMD)  system  in  1988. 
It  included  four  flight  tests  of  the  Arrow  I  missile  conducted  at  the  Israel  Air  Force  test  range 
near  Yavne,  Israel.  In  the  first  test,  the  range  safety  system  prematurely  terminated  the 
missile  due  to  the  malfunction  of  a  test  range  radar.  Therefore,  the  test  was  not  a  failure  of  the 
missile.  The  next  two  tests  suffered  missile  failures  during  flight  due  to  the  overheating  of  the 
thermal  protection.  While  none  of  the  first  three  tests  were  successful,  each  was  instructive. 
Many  of  the  components  of  the  missile  performed  as  designed  without  problems.  Extensive 
missile  performance  data,  collected  both  before  and  after  anomalies  occurred,  validated 
portions  of  the  flight  performance  parameters.  This  enabled  the  reconstruction  of  probable 
failure  modes.  Each  flight  added  to  the  data  base  and  enabled  redesigns  of  elements 
contributing  to  flight  problems.  The  last  of  these  four  flight  tests  occurred  in  September  1992 
with  corrective  measures  derived  from  the  prior  tests  installed.  The  fourth  and  final  test  of  the 
Arrow  Experiments  met  its  objectives. 

The  Arrow  Experiments  Project  was  cost-shared  between  the  U.S.  (80%)  and  the  GOI 
(20%).  The  1988  MOA  allowed  the  GOI  to  use  foreign  military  financing  (FMF)  to  meet 
25%  of  its  share.  The  cost  to  the  U.S.  for  the  Arrow  Project  was  $132.5M  for  the  prime 
contract  plus  $7.9M  FMF  applied  by  the  GOI  toward  their  20%  share.  The  Arrow  Project 
was  conducted  under  a  firm-fixed-price  contract  between  BMDO  and  Israeli  Aircraft 
Industries,  Ltd.  (lAI).  This  type  of  contract  provided  the  least  cost  risk  to  the  U.S. 
Government.  The  GOI  suggested  the  firm-fixed-price  contract  as  a  demonstration  of  its 
commitment  to  the  program.  Since  lAI  is  a  govenmient  owned  industry,  this  commitment,  in 
effect,  extended  the  burden  of  any  cost  overrun  to  the  GOI.  For  example,  the  contract  period 
of  performance  extended  17  months  at  no  added  cost  to  the  U.S.  This  extension  allowed 
completion  of  testing  delayed  by  earlier  flight  test  problems  and  Operation  Desert  Storm. 
Israel  considered  this  testing  the  demonstration/validation  phase  of  the  Arrow  missile 
acquisition  program. 

ACES  Project 

The  Arrow  Continuation  Experiments  (ACES)  Project  began  in  1991.  The  on-going 
45-month,  firm-fixed-price  contract  is  cost-shared  by  the  U.S.  (72%)  and  the  GOI  (28%).  The 
LAI  remains  the  prime  contractor.  The  total  cost  to  the  U.S.  for  the  ACES  Project,  including 
the  prime  contract  and  U.S.  technical  support,  is  $257M.  The  1991  MOA  allows  the  GOI  to 
potentially  fund  its  $90M  cost-share  through  FMF.  To  date,  the  GOI  has  applied  $63M  FMF 
toward  their  share  of  the  ACES  Project. 

The  ACES  Project  includes  up  to  four  additional  Arrow  flight  tests  followed  by  seven 
tests  of  the  down-sized,  tactical  prototype.  Arrow  II  missile.  The  Arrow  I  tests  are  to  measure 
lethality  effects  of  the  missile  and  its  warhead  against  TBM  targets  carrying  simulated 
conventional  (high  explosive)  and  unconventional  (unitary  and  submunition  chemical  agents) 
pay  loads.  The  lAI  conducted  the  first  two  of  these  tests  in  February  and  October  1993.  In 
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both  tests,  onboard  sensors  acquired  the  target  and  guided  the  missile  autonomously  to  within 
the  required  kill  radius  of  the  target.  At  the  end  of  both  engagements,  the  fusing  device  that 
detonates  the  Arrow  warhead  in  time  to  destroy  the  target  failed  to  activate.  This  device,  a 
test  article  used  only  in  the  Arrow  I,  is  not  built  to  the  same  design  being  developed  for  the 
tactical  Arrow  11  missile.  Therefore,  its  failure  is  not  considered  detrimental  to  the  expected 
performance  of  the  Arrow  II.  The  next  test  of  the  Arrow  I  will  employ  a  modified  fusing 
device.  The  remaining  seven  tests  involve  the  Arrow  II  tactical  prototype  missiles  and  the 
launchers.  No  other  elements  (i.e.,  fire  control  radar,  battle  management  center)  of  the  Arrow 
System  take  part  in  these  tests.  The  Arrow  II  tests  will  comprise,  for  the  GOI,  the 
development  tests  for  the  engineering  and  manufacturing  development  phase  of  the  Arrow 
acquisition  program. 

Neither  project.  Arrow  Experiments  or  ACES,  included  a  commitment  by  the  U.S.  for 
follow-on  development  or  procurement  funding  to  support  the  deployment  of  the  Arrow 
System  in  whole  or  in  part. 

Arrow  Deployability  Initiative 

The  Fiscal  Year  1994  Defense  Authorization  Act  includes  a  provision.  Sec.  238  The 
Arrow  Deployability  Initiative,  that  authorizes  the  Secretary  of  Defense  to  obligate  up  to 
$25M  for  the  research  and  development  of  technologies  associated  with  the  deployment  of 
the  Arrow  missile.  The  provision  stipulates  that  funds  may  not  be  obligated  for  the  Arrow 
Deployability  Initiative  until  the  President  certifies  to  Congress  that:  1)  the  U.S.  and  the  GOI 
have  an  agreement  that  governs  the  conduct  and  funding  of  the  projects;  2)  each  project 
provides  benefits  to  the  U.S.;  3)  the  Arrow  missile  successfully  intercepted  a  target  missile; 
and  4)  the  GOI  continues  to  adhere  to  export  controls  pursuant  to  the  Missile  Technology 
Control  Regime.  Following  the  certification  and  completion  of  contractual  actions,  the  Arrow 
Deployability  Initiative  will  begin.  It  is  unlikely  that  $25M  will  be  committed  in  FY94 
because  of  the  length  of  time  to  negotiate  the  agreements  and  obtain  certification. 

The  Israel  MoD  proposed  several  Arrow  Deployability  Initiative  projects,  including 
the  integration  and  testing  of  the  Arrow  System,  designing  the  Arrow  System  for 
interoperability  with  U.S.  TMD  systems,  and  other  projects  to  assist  with  the  Arrow  System 
deployability.  These  projects  would  extend  over  a  three  year  period  with  an  estimated  direct 
cost  to  the  U.S.  not  to  exceed  $60M.  BMDO  is  assessing  the  benefits  to  the  U.S.  fi'om  the 
proposed  projects  and  is  exploring  various  cooperative  cost-sharing  arrangements. 

Benefits  to  the  U.S. 

The  U.S.  derives  considerable  benefits  from  its  participation  in  the  Arrow/ACES 
Projects.  Primary  benefits  are  gains  in  U.S.  technology  and  data  base  information  that  will 
reduce  risks  in  U.S.  TMD  development  programs.  Specifically,  U.S.  participation  in  the 
Arrow/ACES  Projects  offers  electro-optical  sensor  technology,  particularly  in  focal  plane 
array  materials,  that  directly  benefits  U.S.  programs.  Additionally,  the  products  from  the 
Arrow/ACES  Projects  augment  the  U.S.  technology  data  base  with: 
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-  hypersonic  flight  test  data  that  helps  validate  U.S.  computational  lluid  dynamics 
codes  in  aerodynamics,  aero-optics,  heat  transfer  and  seeker  window  cooling 
analysis: 

-  lethality  data,  not  otherwise  available  in  the  U.S..  on  the  cITccliveness  of  an 
innovative  warhead  concept  for  destroying  chemical  bulk  and  submunition  TBM 
warheads; 

-  infrared  (IR)  and  active  radio  frequency  (RP)  seeker  phenomenology  data; 

-  flight  data  on  missile  environments,  such  as  induced  vibration  and  shock; 

-  validation  of  IR  signature  prediction  codes; 

-  kill  assessment  data  from  intercepting  surrogate  Scud  Class  targets  that  are  not 
used  in  U.S.  programs; 

-  analysis  of  stage  separation  at  high  velocities  and  dynamic  pressure; 

-  performance  of  radomes  in  endo-atmospheric  hypersonic  flight;  and 

-  radar  signature  data  collected  from  surrogate  target  destruction. 

The  U.S.  could  also  benefit  from  the  eventual  presence  of  an  anti-missile  defense 
system  in  Israel,  through  the  potential  contribution  to  the  deterrence  of  future  TBM  conflicts 
in  that  region  and  the  potential  contribution  to  a  more  robust  defensive  response  if  deterrence 
fails.  The  potential  interoperability  of  the  Arrow  System  with  U.S.  systems  would  facilitate 
effective  coordinated  defense  if  U.S.  systems  should  deploy  to  the  Mid  East  theater. 
Redundant  systems  in  a  shared  theater  of  operations  would  improve  defense  synergistically 
and  reduce  the  costs  of  a  single-system  defense. 

Estimated  Total  Cost  to  the  U.S. 

The  table  below  shows  tlie  estimated  cost  to  the  U.S.  including  FMF  for  the  Arrow 
Experiments  Project  (completed),  the  ongoing  ACES  Project,  and  the  Arrow  Deployability 
Initiative,  which  is  in  the  preliminjiry  planning  stage.  Since  negotiations  for  a  MOA  for  the 
Arrow  Deployability  Initiative  are  still  underway,  the  U.S.-GOI  cost-share  and  restrictions 
on  the  use  of  FMF  are  yet  to  be  deteimined  (TBD).  The  U.S.  has  no  commitment  to  any 
funding  for  the  Arrow  System  other  than  support  of  these  demonstration  projects. 


U.S.  Direct  Cost 

FMF 

Comments 

Arrow  Experiments 

$132.5M 

$7.9M 

Completed. 

ACES 

$257.0M 

$63M 

ACES  is  ongoing.  Total 
To  Date  FMF  will  not 
exceed  $90M 

Deployability  Initiative 

<$60M      ^ 

TBD 

Initiative  is  in  the 
planning  stage. 

TOTAL 

<$449.5M 

TBD 
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The  Arrow  System 

The  Arrow  System  will  deploy  incrementally  from  the  late- 1 990s  into  the  next 
century.  The  system  will  include  the  IJ.S.-GOI  cooperatively  developed  missile  and 
launcher,  and  a  GOI  developed  fire  control  radar,  launch  control  center,  and  fire  control 
center.  A  long  range  early  warning  radar  is  also  under  considerarion,  but  the  GOI  has  not 
selected  it  yet  for  inclusion  in  the  Arrow  System.  An  Arrow  battery  will  consist  of  a  radar,  a 
battle  management  center  and  six  launchers  with  six  missiles  each.  The  fire  control  radar  is 
an  L-band  phased  array  radar  under  development  by  lAI.  It  is  one  of  a  family  of  radars 
known  as  MUSIC.  The  launcher  and  radar  are  tactically  mobile  and  do  not  require 
collocation. 

The  GOI  classifies  the  Arrow  System  performance  parameters,  its  cost,  zmd  schedule. 
The  separate  classified  Arrow  System  Report  includes  the  schedule  and  presents  a  DoD  cost 
estimate  and  assessment  of  the  performance,  development  and  production  risks  of  the  Arrow 
System. 

U.S.  Alternatives  to  the  Arrow  System 

The  DoD  examined  three  U.S.  planned  TMD  weapon  systems  that  might  be  capable 
of  meeting  Israeli  TBM  defense  requirements.  Candidate  alternatives  examined  included: 

-  the  Theater  High  Altitude  Area  Defense  (THAAD)  system; 

-  the  Patriot  Advanced  Capability-3  (PAC-3)  system;  and 

-  the  AEGIS/Standard  Missile-2  Block  IVA  (SM-2  Elk  IVA)  system. 

THAAD  System 

THAAD  is  being  designed  as  the  land-based,  upper  tier  element  of  the  U.S.  TMD 
system,  h  will  provide  high  altitude,  wade-area  defense  against  TBMs  launched  from  ranges 
up  to  3000  km.  It, will  be  a  mobile  system  that  is  also  transportable  on  C-141  and  C-130 
aircraft  to  ensure  rapid  deployability  to  theaters  anywhere  in  the  world.  The  THAAD 
interceptor  will  use  a  direct  hit-to-kill  lethality  mechanism.  It  will  have  a  full  divert 
propulsion  system  to  enable  engagements  both  within  and  outside  the  atmosphere.  The 
THAAD  surveillance  and  fire  control  radar  will  be  the  X-band,  solid-state,  phased-array, 
TMD  Ground  Based  Radar  (TMD-GBR). 

A  nominal  THAAD  battery  will  consist  of  a  radar,  a  battle  management/fire  control 
center,  and  eight  launchers  with  12  missiles  each.  The  unit  will  be  capable  of  integrating  a 
second,  remotely  stationed  TMD-GBR.  The  exact  number  of  launchers  in  a  fire  unit  will  be 
tailored  to  the  mission. 

PAC-3  System 

The  PAC-3  is  the  future  U.S.  land-based,  lower  tier  TMD  system.  Designed  primarily 
for  critical  asset  defense,  it  will  be  strategically  deployable  and  tactically  mobile. 

A  PAC-3  firing  battery  consists  of  a  fire  control  section  and  associated  missile 
launchers.  The  fire  control  section  consists  of  a  multifunction  radar,  an  engagement  control 
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station,  antenna  mast  croup  for  communications,  and  electric  power  plant.  The  exact  number 
of  launchers  in  a  firing  battery  depends  upon  the  particular  mission  and  situation.  The  PAC-3 
missile  will  provide  increased  anti-missile  lethality  and  improved  performance. 

The  PAC-3  radar  will  be  an  upgrade  of  the  current  Patriot  C-band  radar.  Ihc  upgrade 
will  provide  greater  radar  detection  range,  positive  target  identification,  and  the  capability  to 
engage  targets  with  reduced  radar  cross-section. 

AEGIS/SM-2  BIk  IVA  System 

This  sea-based,  lower  tier,  endo-aimospheric  system  will  allow  AEGIS  cruisers  and 
destroyers  to  provide  a  close-in  area  TBM  defense  for  coastal  cities  and  airfields,  debarkation 
ports,  fleet  concentrations,  amphibious  objective  areas,  and  expeditionary  forces  as  they  are 
inserted  ashore.  At  this  time,  modifications  to  the  AEGIS  weapon  system  software  are  in 
engineering  development;  enhancements  to  the  Standard  Missile  (SM-2  Blk  IVA)  are  in  the 
design  phase. 

The  TMD  capable  Standard  Missile,  the  SM-2  Blk  IVA,  is  a  two-stage  missile 
consisting  of  a  booster  and  sustainer  with  a  warhead.  It  will  be  an  integral  part  of  the  AEGIS 
weapon  system  and  will  be  launched  from  vertical  launch  system  (VLS)  tubes  on  AEGIS 
cruisers  or  destroyers. 

The  SPY-1  radar  will  be  the  primary  surveillance  and  fire  control  sensor  for  this 
lower  tier  TMD  system.  In  addition  to  an  enhanced  semi-active  RF  guidance  of  the  type 
found  on  current  generation  standard  missiles,  the  SM-2  Blk  IVA  will  have  a  passive  IR 
homing  sensor  to  increase  TBM  target  kill  probability. 

Analysis  of  Alternatives 

The  alternative  U.S.  system  performance  analysis  focused  on  determining  the 
quantity  of  each  alternative  needed  to  achieve  a  level  of  defense  equivalent  to  the  Arrow 
System  against  the  Israeli  threat.  The  resulting  performance  assessments  and  the  cost  to 
achieve  equivalent  defense  with  U.S.  alternatives  are  reported  in  the  classified  Arrow  System 
report 

U.S.  System  Technology  Transfer  Issues 

The  THAAD  system  includes  a  number  of  advanced  missile  and  sensor  technologies 
such  as  infrared  seeker  focal  plane  arrays,  new  optical  window  materials  and  manufacturing 
processes,  high-performance  divert  and  attitude  control  systems,  and  state-of-the-art  software 
and  avionics  components.  Several  subsystems  are  considered  to  be  especially  sensitive. 

The  PAC-3  system  and  component  upgrades  from  PAC-2  are  extensive  and  provide 
major  operational  advances.  With  the  incorporation  of  PAC-3  improvements.  Patriot  will 
maintain  a  technological  lead  over  other  foreign  systems.  While  the  U.S.  may  provide  these 
upgrades  to  allies  in  the  fiiture,  especially  to  those  with  earlier  versions  of  Patriot,  the  U.S. 
must  consider  such  releases  on  a  case-by-case  basis.  Compromise  of  these  technologies 
would  pose  significant  threats  to  U.S.  military  capabilities. 

The  classified  Arrow  System  report  provides  the  DoD's  assessment  of  the  Arrow 
System  and  a  comparison  of  the  candidate  U.S.  alternatives"  system  performance,  schedule 
and  cost. 
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SUPPLEMENTAL  QUESTIONS  SUBMITTED  BY 

THE  SUBCOMMITTEE  ON  EUROPE  AND  THE  MIDDLE  EAST 

TO  THE  DEPARTMENT  OF  STATE 

AND  RESPONSES  THERETO 

APRIL  13,  1994  HEARING 
U.S.  FOREIGN  ASSISTANCE  TO  THE  MIDDLE  EAST 


I.    GENERAL  QUESTIONS 

QUESTION  1:   Your  Fiscal  Year  1995  request  for  U.S. 
assistance  to  Yemen  is  $12,356  million.   This  includes  $10,575 
million  in  development  assistance  and  $1,781  million  for  the 
Peace  Corps.   While  this  request  represents  an  increase  of  over 
$4  million  —  or  nearly  a  doubling  —  in  U.S.  assistance  to  Yemen 
over  last  year,  it  falls  far  short  of  our  pre-Gulf  war  funding 
level  of  $49  million  in  FY  1990. 

How  did  you  determine  this  request  for  Yemen? 

Why  the  increase  in  your  request  for  Yemen  this  year? 

What  are  the  trends  in  Yemen  today? 

How  concerned  are  you  that  renewed  violence  in  Yemen 
following  the  failure  to  implement  the  February  20 
reconciliation  agreement  will  threaten  the  Peace  Corps 
presence  in  that  country? 

ANSWER  l; 

Our  FY  1990  level  of  assistance  was  sharply  curtailed  with 
Yemen's  failure  to  support  UN  efforts  to  liberate  Kuwait.   Only 
slowly  since  the  end  of  the  war  have  we  begun  to  resume  even  a 
low  level  of  assistance  to  this,  the  poorest  state  on  the  Arabian 
Peninsula.   With  democratic  and  free  elections  last  fall,  the 
U.S.  government  had  decided  to  increase  our  level  of  support  to 
help  strengthen  this  nation  in  its  efforts  at  unity,  democracy 
and  economic  reform. 

Tragically,  the  outbreak  of  civil  war  in  Yemen  has  disrupted 
the  development  assistance  and  Peace  Corps  programs  we  had  in 
place  for  FY  1994  and  had  planned  to  expand  in  FY  1995.   We  hope 
this  is  temporary  and  that  there  will  soon  be  a  cessation  of 
hostilities. 

QUESTION  2:   The  February  20  reconciliation  agreement  was 
viewed  as  an  important  first  step  in  settling  Yemen's  political 
difficulties. 

What  is  the  status  of  that  agreement? 
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—  Do  negotiations  continue  between  the  two  sides  in  Yemen 
to  reach  an  agreement  on  implementation  of  the  accord? 

—  How  concerned  are  you  about  continued  unrest  in  Yemen? 

—  How  concerned  are  you  that  the  present  dispute  could 
lead  to  repartition  of  the  country? 

—  Is  the  U.S.  playing  any  role  to  help  resolve  the 
dispute? 

ANSWER  2: 

No  party  to  the  Document  of  Pledge  and  Accord  has  taken 
steps  to  implement  the  agreement,  with  the  result,  noted  above, 
that  the  country  has  descended  into  civil  war.   This  struggle 
could  easily  lead  to  the  repartition  of  the  country  or  to  other 
forms  of  government,  including  confederation. 

The  U.S.  had  been  using  its  good  offices  to  help  both  sides 
resolve  impediments  to  implementing  the  accord.   Now  we  are 
seeking  an  end  to  hostilities,  as  a  prelude  to  a  peaceful 
resolution  of  this  crisis.   Internationally,  we  have  been 
encouraging  mediation  efforts  by  the  member  nations  of  the  Gulf 
Cooperation  Council  (GCC)  and  the  Arab  League.   We  believe  also 
an  international  embargo  to  prevent  any  military  resupply  would 
be  helpful. 

QUESTION  3:   Last  year  Administration  witnesses  testified 
that  a  portion  of  a  new  Fiscal  Year  1994  worldwide  account  in 
support  of  U.S.  non-proliferation  policies  would  be  directed 
specifically  at  the  Middle  East  Arms  Control  and  Regional 
Security  process. 

As  I  understand  it,  these  talks  are  part  of  the  Middle 
East  multilateral  process  to  promote  confidence  building 
measures. 

How  much  was  expended  for  this  purpose  in  FY  94? 

—  What  was  achieved  in  these  talks? 

—  How  much  do  you  plan  to  spend  on  these  activities  in 
Fiscal  Year  1995? 

ANSWER  3: 

The  Arms  Control  and  Regional  Security  (ACRS)  working  group 
recently  approved  the  establishment  of  a  multilateral 
communications  network  for  the  group.   This  network  will  use, 
on  an  interim  basis,  part  of  the  hub  infrastructure  of  the  CSCE 
network  in  The  Hague.   Parties  also  agreed  to  set  up  a 
permanent  network  in  the  region  as  soon  as  regional  conditions 
permit. 
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This  is  a  significant  achievement  and  is  the  first 
confidence  building  measure  adopted  in  the  ACRS  process.   The 
working  group  is  now  reviewing  costs  associated  with  equipping 
regional  parties  with  the  hardware  for  setting  up  the  network. 
We  expect  most  regional  parties  to  be  able  to  afford  the  end 
user  stations  necessary  to  use  the  network.   However  for  those 
parties  with  limited  resources,  such  as  the  Palestinians,  the 
U.S.  and  Russian  co-sponsors  are  examining  options  for 
providing  the  hardware. 

The  Administration  anticipates  using  the  Non  Proliferation 
and  Disarmament  Fund  (NDF)  for  this  task.   We  are  in  the 
process  of  preparing  a  NDF  funding  proposal,  in  which  we  will 
request  up  to  $350,000  for  the  ACRS  communications  network. 
Additional  NDF  funding  for  the  permanent  regional  network  will 
be  requested  at  a  later  date. 

The  ACRS  working  group  has  also  made  significant  progress 
on  other  measures.   Two  bear  particular  mention.   Regional 
parties  are  approaching  the  last  stages  of  discussion  on  a 
declaration  of  principles  and  objectives.   Such  a  declaration 
would  provide  a  framework  for  the  group's  pursuit  of  arms 
control  and  regional  security.   We  are  also  nearing  completion 
of  plans  to  hold  a  maritime  exercise  to  demonstrate  procedures 
for  cooperation  in  the  areas  of  search-and-rescue  and 
prevention  of  incidents  at  sea. 


QUESTION  4:  Your  FY  1995  request  for  Near  East  Regional 
funds^isTe  Buiion.  This  represents  a  decline  of  $3  .ilHon 
from  Fiscal  Year  1994  ($9,748  million). 

My  question  is:   What  is  the  planned  use  for  the  FY 
1995  Near  East  Regional  Funds? 

What  does  the  slight  decline  in  your  request  for  Near 
East  Regional  funds  reflect? 

What  were  these  funds  used  for  in  Fiscal  Year  1994? 

How  much  of  these  funds  go  to  support  regional 
government  and  democracy  programs? 

How  much  goes  to  support  the  Near  East  Regional 
Human  Rights  Program? 

What,  if  any,  other  programs  are  funded  from  this 
account? 
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ANSWER  4: 


The  explanatory  notes  in  the  FY  1995  Congressional 
Presentation  (CP)  indicate  that  country  totals  include 
attributions  from  regional  or  central  funds  for  programs  that  are 
directed  to  a  particular  country. 

The  FY  1995  Near  East  Regional  request  of  $6,005  million  in 
the  CP  Summary  Tables  represents  the  Sustainable  Development 
Assistance  (SDA)  non-country  attributed  level.   The  total  Near 
East  Regional  SDA  request  for  FY  1995  is  $11,450  million  of  which 
$5,445  million  has  been  attributed  to  countries  in  the  Near  East 
region.   In  addition,  $12.0  million  of  Near  East  Regional 
Promoting  Peace  (PP)  funds  were  requested.   All  these  funds  have 
been  attributed  to  specific  Near  East  countries.   The  total  FY 
1995  Near  East  Regional  figure  in  the  CP  excludes  $4,290  million 
of  Development  Assistance  (DA),  funds  which  were  attributed  to 
specific  Near  East  countries.   For  FY  1994,  the  Near  East 
Regional  DA  and  ESF  estimated  obligations  total  $14,038  million. 

The  table  below  details  proposed  obligations  by  project  for 
FY  1995.   FY  1994  estimated  obligations  are  added  for  comparison 
purposes.   In  comparing  the  two  years,  it  can  be  seen  that  the  FY 
1995  proposed  request  for  Near  East  Regional  projects  has 
increased  by  $9,412  million. 

USAID  Near  East  Regional  Funding  fSOOO's) 


Regional  Population  -  DA/SDA 

Water  Resources  -  DA/SDA 

Project  Development  and  Support  -  DA/SDA 

Democratic  Institutions  Support  -  DA/SDA 

Human  Rights  -  DA/SDA 

PRIDE  (Environment)  -  DA/SDA 

Socio-Economic  Studies  -  DA/SDA 

Israeli  Cooperative  Assistance  (SDP)  -  DA/SDA 

Middle  East  Peace  Talks  -  ESF/PP 

Middle  East  Regional  Cooperation  -  ESF/PP 

TOTALS :  14,038     23,450 

QUESTION  5:   The  MFC  has  been  in  operation  for  12  years. 
During  that  time,  not  a  single  shot  has  been  fired. 

Has  the  U.S.  considered  under  what  circumstances  the 
MFO  could  be  reconfigured? 

—  How  much  longer  do  you  think  that  U.S.  combat  troops 
will  be  required  in  the  MFO? 

—  Can  you  foresee  any  end-point  for  the  MFO? 


Est'd 

Prop'd 

FY  94 

FY   95 

2,200 

2,455 

500 

600 

1,980 

790 

2,500 

1,065 

300 

0 

2,000 

1,540 

250 

0 

0 

5,000 

1,000 

5,000 

7,000 

7,000 

504 


ANSWER  5: 


Pursuant  to  the  Protocol  which  created  the  MFO,  it  is  the 
Parties  themselves  who  must  determine  what  actual  conditions 
must  be  met  for  them  to  consider  its  reconf igu-ration. 

Subject  to  Congressional  authorization  and  appropriations, 
the  U.S.  is  committed  to  providing  combat  troops  in  support  of 
the  MFO's  mission  until  the  Parties  to  the  agreement  which 
created  the  MFO  mutually  agree  that  U.S.  combat  troops  are  no 
longer  necessary. 

At  this  stage  in  the  peace  process  and  absent  an  agreement 
by  the  Parties,  it  is  premature  to  consider  disbanding  the 
MFO.   At  some  future  point,  probably  in  the  context  of  a 
comprehensive  Middle  Eastern  peace,  both  Parties  may  be 
prepared  to  consider  a  timetable  for  ending  the  MFO.   For  now, 
however,  a  credible  and  stable  MFO  presence  is  necessary  to 
demonstrate  that  confidence  building  measures,  backed  by  our 
guarantee  of  security,  underpin  agreements  reached  between 
Israel  and  the  Arabs. 


QUESTION  6: 

The  Administration's  foreign  aid  reform  bill  would  weaken 
Section  620A  of  the  current  law  by  not  specifying  the  conditions 
for  removing  a  country  from  the  "terrorism  list."   According  to 
the  new  bill,  the  President  must  merely  submit  a  report  the 
rescission. 

Are  you  concerned  that  after  the  World  Trade  Center 
bombing  and  other  threatened  acts  of  terrorism  against 
U.S.  citizens,  your  proposed  weakening  of  current  law 
sends  the  wrong  message  to  the  sponsors  of  terrorism? 

ANSWER  6: 

Because  the  criteria  for  determining  whether  a  country  is 
designated  a  state  sponsor  of  terrorism  will  not  change,  we  do 
not  believe  it  will  send  a  message  that  our  resolve  is  weakening 
against  terrorism.   On  the  contrary,  the  substantial  and  public 
steps  this  Administration  has  taken  to  combat  terrorism  — 
including  the  prosecution  to  the  fullest  extent  of  the  law  of 
those  responsible  for  the  World  Trade  Center  bombing  —  reinforce 
our  uncompromising  position  against  terrorism  and  those  states 
that  sponsor  it. 
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II.   ISRAEL  ' 

QUESTION  1:   What  are  the  major  political  and  institutional 
obstacles  to  further  economic  reform  in  Israel  today? 

What  progress  has  been  made  in  privatizing  the  large 
number  of  government-owned  and  controlled  firms? 

—  Why  has  it  been  so  difficult  to  make  progress  toward 
privatizing  the  banking  sector? 

What  steps  has  Israel  taken  to  liberalize  external 
trade  in  order  to  increase  domestic  competition? 

—  What  progress  has  Israel  made  in  managing  its  external 
debt? 

To  what  extent  is  Israel's  high  rate  of  unemployment 
attributable  to  the  influx  of  immigrants  in  recent 
years? 

—  What  is  the  main  forum  in  which  we  discuss  these  issues 
with  the  government  of  Israel? 

—    Is  it  the  Joint  Economic  and  Development  Group? 

ANSWER  l: 


Israel  has  a  long  history  of  direct  government  intervention 
in  the  economy.   Several  factors  have  contributed  to  this, 
including  the  economic  philosophy  of  Israel's  early  leaders, 
security  considerations,  and  the  desire  to  maximize  employment 
opportunities  for  immigrants.   Since  the  mid-1980s,  Israel  has 
sought  to  change  course  in  a  more  market-oriented  direction  and 
has  seen  real  success  in  bringing  down  inflation,  liberalizing 
trade  and  freeing  capital  markets. 

Privatization  has  proceeded  slowly  —  in  part  because 
unions  and  company  management  are  worried  about  the 
restructuring  that  will  be  required  to  make  many  state-owned 
firms  economically  viable.   Additionally,  some  public 
enterprises,  such  as  the  telecommunications  firm  Bezek,  are 
currently  monopolies  and  government  officials  have  felt  that 
prior  to  privatization  the  firms  and  sectors  should  be 
restructured  to  create  competitive  market  conditions. 
Similarly,  the  government's  interest  in  restructuring  the 
financial  sector  first  has  been  a  principle  cause  of  delay  in 
bank  privatization. 
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Privatization  has  begun  to  pick  up  steam,  however.   The 
principle  non-financial  privatizations  of  1993  involved:  Israel 
Chemicals,  Industrial  Buildings,  the  retail  chain  Shekem, 
Naptha  Israel  Petroleum,  Magen  Oil  and  Gas,  and  Koor 
Industries.   Principle  Bank  privatizations  of  1993  involved  the 
sale  of  shares  in  Bank  Hapoalim,  Union  Bank,  and  Bank  Leumi . 

Israel's  trade  liberalization  efforts  have  been  spearheaded 
by  free  trade  agreements  with  the  United  States,  the  European 
Union,  and  the  European  Free  Trade  Area,  and  by  the  1991 
tariff ication  of  non-agricultural  non-tariff  barriers  (NTBs) 
with  remaining  countries  —  with  these  tariffs  scheduled  to 
fall  steadily  over  time.   These  measures  have  substantially 
increased  the  exposure  of  domestic  firms  to  international 
competition;  however  much  remains  to  be  done  in  reducing  NTBs, 
especially  in  the  agricultural  sector. 

In  1993  Israel  ran  a  current  account  deficit  of  about  one 
billion  dollars,  after  registering  a  small  surplus  in  1992. 
Although  Israel  routinely  imports  more  than  it  exports,  the 
difference  is  for  the  most  part  covered  by  public  and  private 
unilateral  transfers.   Helped  by  access  to  U.S.  loan  guarantee 
funds,  Israel's  net  foreign  exchange  reserves  at  the  end  of 
1993  were  over  $6.3  billion  —  enough  to  cover  three  months' 
imports. 

Israel  has  absorbed  over  half  a  million  immigrants  since 
1989:   199,000  in  1990;  176,000  in  1991;  77,000  in  1992;  and  an 
estimated  77,000  in  1993.   Unemployment  figures  reflect 
immigration  levels:   9.6  percent  in  1990;  10.6  percent  in  1991; 
11.2  percent  in  1992;  and  an  estimated  10  percent  in  1993.   The 
relatively  high  rates  of  unemployment  are  directly  linked  to 
high  immigration,  and  have  begun  to  fall  as  immigrants  are 
absorbed  into  the  labor  market. 

The  Joint  Economic  Development  Group,  led  on  the  U.S.  side 
by  the  Under  Secretary  of  State  for  Economic,  Business,  and 
Agricultural  Affairs,  is  the  main  forum  in  which  we  discuss 
these  issues  with  the  government  of  Israel. 


QUESTION  2:   According  to  the  terms  of  the  U.S. -Israel  Free 
Trade  Agreement,  the  U.S.  and  Israel  were  scheduled  to  reach 
agreement  on  elimination  of  a  final  list  of  duty  free  items  — 
the  so-called  "List  C"  —  by  1995. 

—   What  is  the  status  of  planned  elimination  of  the  List  C 
solution? 

Do  you  expect  full  duty  elimination  to  take  effect  by 
1995? 
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ANSWER  2: 

All  duties  between  the  U.S.  and  Israel  will  go  to  zero  :n 
January  1,  1995  as  scheduled. 

QUESTION  3;   President  Clinton  has  said  that  foreign  aid 
encourages  long-term  stability  in  the  Middle  East  and 
demonstrates  the  U.S.  commitment  to  Israel's  security  and 
sovereignty. 

Do  you  agree  that  U.S.  foreign  aid  is  critical  to 
Israel's  confidence  as  it  continues  taking  risks  for 
peace? 

ANSWER  3: 

We  believe  that  assistance  to  Israel  is  vital  to  the 
stability  of  the  region  and  the  advancement  of  the  peace  process. 
U.S.  assistance  is  critical  to  Israel's  security  and  its  ability 
to  preserve  its  qualitative  edge  over  any  likely  combination  of 
aggressors.   The  security  of  Israel  must  not  be  in  doubt  if  the 

peace  process  is  to  succeed.   The  President  has  made  it  clear 
that  we  will  make  our  best  efforts  to  maintain  current  aid  levels 
to  Israel  in  the  coming  years. 

QOESTION  4:   What  do  you  think  about  tightening  restrictions 
on  arms  sales  and  aid  to  Arab  states  that  continue  the  economic 
boycott  of  Israel: 

ANSWER  4: 

We  believe  provisions  in  the  recently-enacted  State 
Authorization  Bill,  restricting  military  sales  to  countries 
that  solicit  boycott-related  information  from  U.S.  firms,  will 
be  useful  to  us  in  our  efforts  to  bring  an  end  to  the  boycott. 
However,  we  believe  further  tightening  restrictions  on  military 
sales  or  imposing  restrictions  on  aid  to  boycotting  countries 
would  be  likely  to  undermine,  rather  than  advance,  our 
antiboycott  objectives. 

We  share  your  concern  about  the  persistence  of  the 
boycott.   It  is  an  anachronism.   Now,  in  the  wake  of  the 
signing  of  the  Declaration  of  Principles,  the  transfer  of  Gaza 
and  Jericho  to  the  Palestinian  Self -Governing  Authority,  and  in 
light  of  increasing  economic  cooperation  between  Israel  and  the 
Palestinians,  the  boycott  makes  less  sense  than  ever. 
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We  believe  our  current  strategy  of  pressing  publicly  and  in 
diplomatic  channels  for  an  end  to  the  boycott  in  its  entirety 
offers  the  best  opportunity  for  success.   In  the  past  year,  we 
have  made  progress.   Kuwait  publicly  announced  its  decision  to 
end  its  enforcement  of  the  secondary  and  tertiary  aspects  of 
the  boycott;  other  Arab  states  have  taken  steps'  to  weaken  their 
enforcement  of  these  aspects;  Palestinians  and  Arab  governments 
have  discussed  direct  economic  links  with  Israel;  and  the  Arab 
League's  Central  Boycott  Office  has  cancelled  both  semiannual 
meetings  of  its  "technical  committee"  --  meetings  called  to 
consider  adding  to  companies  to  the  blacklist. 

We  appreciate  the  strong  support  Congress  has  given  us  in 
our  antiboycott  efforts.   We  will  continue  to  work  vigorously 
to  eliminate  this  obstacle  to  regional  peace  and  prosperity  and 
to  U.S.  commercial  interests. 

III.  EGYPT 

QUESTION  1:   Egypt  continues  to  face  major  economic  problems 
which  threaten  its  long-term  stability. 

•  unemployment  is  about  2  0  percent; 

•  economic  growth  is  slow; 

•  population  growth  is  rapid;   and, 

•  the  Egyptian  people  have  seen  their  standard  of 
living  deteriorate  over  the  past  five  years. 

In  addition,  the  recent  increase  in  extremist  terrorism 
has  compounded  economic  problems  in  Egypt  and  threatens  foreign 
investors. 

—  Given  this  situation,  what  is  your  outlook  for  Egypt  in 
1995  and  beyond? 

What  is  the  trend? 

—  Are  things  getting  better  for  the  average  Egyptian? 

—  Is  there  any  reason  to  believe  that  the  Egyptian 
government  will  be  willing  to  pursue  serious  economic 
reform  in  the  current  environment? 

ANSWER  l: 

Eg>'pt  IS  implementing  an  ambitious  economic  reform  program  intended  to  convert  the  present 
command  economy  into  a  market  economy.  We  should  view  current  economic  developments  in 
this  light. 

Egypt  has  successfully  implemented  the  first  stage  of  economic  reform  stabilizing  the 
economy.  Unfortunately,  an  economic  slowdown,  unemployment,  and  deterioration  of  living 
standards  are  typical  of  the  tight  fiscal  and  monetary  policies  needed  to  stabilize  an  economy. 
Egypt  has  been  no  e.xception.  Of  course,  Egypt  faces  the  added  burden  of  a  high  rate  of 
population  growth. 
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Economic  reform  has  begun  to  pay  off  in  terms  of  monetary  stability,  freer  foreign  exchange 
markets,  and  commensurate  substantial  capital  inflows  into  Egypt.  However,  the  success  of  the 
next  phase  of  reform,  focusing  on  restructuring  the  real  economy  through  privatization, 
deregulation,  and  an  increased  opening  to  international  trade,  will  be  crucial  to  the  complete 
success  of  the  reform  program  and  reestablishment  of  growth  in  real  per  capita  income. 

In  1995,  we  expect  slow  growth  in  the  Egyptian  economy,  probably  not  outpacing  the 
population  growth  rate  of  2.3  percent.  As  economic  restructuring  begins  to  show  effects  in  the 
coming  years,  we  expect  growth  rates  to  increase. 

The  impact  of  terrorism  on  the  economy  is  difficult  to  specify.  Tourism  has  not  collapsed,  as 
some  have  reported.  However,  the  tourism  boom  most  had  expected  for  the  1990's  has  not 
materialized.   Similarly,  we  see  continued  investment  in  Egypt,  but  it  is  difficult  to  judge  how 
much  investment  would  be  taking  place  if  there  were  no  terrorist  threat. 

QUESTION  2;   Between  international  assistance  and  debt 
forgiveness  at  the  time  of  the  Gulf  War,  Egypt  turned  its  balance 
of  payments  deficit  into  a  large  surplus. 

But  this  year's  AID  annual  report  on  economic 
conditions  in  Egypt  reports  that  the  balance  of  payments  recovery 
which  started  in  1990-91  and  continued  in  1991-92,  failed  to 
persist  in  1992-93.   A  balance  of  payments  deficit  is  predicted 
for  1993-1994. 

What  happened  to  the  balance  of  payments  recovery  in 
Egypt? 

Why  was  Egypt  unable  to  capitalize  on  this  unusual 
opportunity  to  keep  its  balance  of  payments  in  surplus? 

Does  this  backsliding  in  such  a  short  period  of  time 
suggest  a  fundamental  weakness  in  the  Egyptian  economy? 

ANSWER  2: 

As  a  result  of  international  assistance,  debt  forgiveness,  and  Egypt's  economic  stabilization 
program,  Egypt's  overall  balance  of  payments  moved  into  surplus  in  1990-91,  where  it  has 
remained.  Projections  show  Egypt's  balance  of  payments  remaining  positive  over  the  medium 
term. 

Egypt's  current  account  balance,  excluding  official  transfers,  managed  to  break  into  the  black 
for  only  one  year,  1991-92.  The  high  interest  rates  and  tight  fiscal  and  monetary  policies  carried 
out  as  part  of  the  economic  stabilization  program  caused  an  inflow  of  workers  remittances  and  a 
reduction  in  imports  during  that  year.  Combined  with  debt  relief,  this  made  the  surplus  possible 
However,  as  the  economic  reform  program  has  moved  forward,  decreased  restrictions  on  imports 
and  declining  interest  rates  have  allowed  the  current  account  to  lapse  back  into  the  red. 
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While  continued  long-term  capital  flows  will  keep  Egypt's  overall  balance  of  payments 
positive  for  the  foreseeable  future,  the  current  account  balance  is  likely  to  continue  to  deteriorate 
in  the  medium  term.  This  is  a  sign  of  progress  in  the  economic  reform  program.  Egypt  is 
reducing  barriers  to  imports  and  these  reductions  will  result  in  an  immediate  increase  in  imports. 
However,  in  the  long  term,  increased  openness,  privatization,  and  deregulation  can  improve 
Egypt's  ability  to  produce  for  the  world  market,  reducing  the  current  account  deficit.  Many 
countries  experiencing  economic  reform  follow  the  same  pattern. 

QOESTIOM  3:   Where  is  Egypt  on  privatization  efforts  today? 

—   Where  are  they  on  liberalization  of  prices  for 
electricity,  oil  and  cotton? 

What  has  been  the  impact  of  the  unification  of  the 
exchange  rate  system? 

What  progress  have  they  made  on  trade  reform  —  such  as 
tariff  reduction? 

ANSWER  3: 

Egypt  has  made  substantial  progress  on  its  economic  reform  program.  It  completed  its  initial 
programs  and  reached  new  agreements  with  both  the  IMF  and  the  World  Bank  in  1993. 

Privatization  appears  to  be  picking  up.  In  recent  months,  Egypt  has  sold  two  state-owned 
bottling  companies  and  a  boiler  manufacturing  firm  and  announced  a  program  to  sell  stock  in 
public  sector  companies  to  employee  organizations.    We  hope  that  recent  actions  are  just  the 
beginning  of  a  more  rapidly  paced  privatization  effort  in  Egypt. 

Egypt  has  made  a  great  deal  of  progress  on  deregulation  of  prices.  Electricity,  oil,  and  cotton 
have  proven  more  difficult  to  deregulate  than  other  sectors.  Electricity  prices  are  slowly  being 
increased  and  now  cover  75  percent  of  long  run  marginal  cost.  Oil  prices  are  at  about  90  percent 
of  worid  prices.  There  is  a  bill  now  before  the  People's  Assembly  to  free  cotton  prices  and  permit 
private  sector  exports  of  cotton. 

The  unification  of  exchange  rates  has  been  very  successful.  Egypt  now  has  a  fully  convertible 
currency.  Egyptian  entrepreneurs  have  increased  access  to  wodd  capital  markets.   Increased 
confidence  in  Egyptian  financial  markets  and  high  relative  interest  rates  have  drawn  in  a  strong 
flow  of  capital. 

Another  area  in  which  a  great  deal  has  been  done  is  trade  reform.  Egypt's  economy  had  been 
effectively  closed  to  most  imports  in  the  past,  but  barriers  are  coming  down.  The  ban  list  which 
prohibited  the  import  of  many  products  has  been  whittled  down  to  a  very  few.  The  list  itself  is 
scheduled  for  abolition    Tariffs  have  been  reduced  as  well.  The  maximum  tariff  rate  on  all  but  a 
few  exempted  goods  was  reduced  from  80  percent  to  70  percent  in  January.  Further  reductions 
to  60  percent  and  50  percent  are  scheduled  for  December  of  1994  and  1995  respectively. 
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QUESTION  4:   What  is  the  extent  of  private  American 
investment  in  Egypt  at  this  time  and  has  there  been  any  movement 
in  the  last  two  years? 

What  obstacles  exist  to  private  American  investment  in 
Egypt? 

The  bulk  of  U.S.  investment  in  Egypt  has  traditionally 
been  in  the  petroleum  sector.   In  what  other  areas  do 
we  see  an  expansion  of  American  investment  in  Egypt? 

ANSWER  4: 

Figures  on  investment  in  Egypt  are  contradictory  and  inconclusive.  Various  estimates  put  the 
U.S.  Steele  of  investment  in  Egypt  between  $922  million  and  $1.7  billion  in  1992.  There  are  not 
yet  any  data  on  the  trend  since  1992. 

However,  it  appears  that  the  interest  of  U.S.  business  in  Egypt  has  been  stimulated  by  the 
economic  reform  program.  U.S.  bidders  have  been  actively  pursuing  purchase  of  assets  under  the 
Egyptian  privatization  program,  and  both  Coca  Cola  and  Pepsi  have  led  consortia  purchasing  their 
local  bottlers  over  the  past  few  months.  These  two  purchases  and  related  investment  may 
increase  U.S.  investment  in  Egypt  by  more  than  $100  million.  Other  U.S.  investments  in  Egypt, 
both  through  the  privatization  program  and  green  field,  are  under  consideration. 

Although  Egypt  has  taken  important  steps  to  make  investment  easier,  there  are  remaining 
obstacles.   Significant  delays  are  encountered  in  the  approval  process  for  investments  under 
Egypt's  investment  incentive  regime.    The  heavy  burden  of  red  tape  on  most  sectors  of  the 
Egyptian  economy  inhibits  investment  in  Egypt  more  than  any  other  barrier. 

Given  the  size  and  population  of  Egypt,  its  economic  importance  in  the  region,  and  the 
availability  of  a  relatively  skilled  work  force,  an  expanding  Egyptian  economy  is  likely  to  attract 
U.S.  investment  in  a  wide  variety  of  sectors. 


QUESTION  5:   Your  Fiscal  Year  1995  request  for  Egypt  is 
$816.7  million  in  ESF  funds  and  $4,029  million  in  Development 
assistance. 

What  do  you  plan  to  spend  these  funds  on  in  FY  1995? 

How  much  do  you  expect  to  spend  on  private  sector  CIP 
programs? 

Is  it  accurate  that  there  was  no  public  sector  CIP 
in  FY  1994  and  that  this  program  has  now  been 
terminated? 

The  CIP  pipeline  was  $321.8  million  entering  FY 
1993.   What  is  it  today? 

What  percentage  of  the  assistance  will  be  provided  in 
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sectoral  grants? 

r-       How  do  you  plan  to  spend  the  project  assistance  you 

will  have  after  sectoral  grants  and  CIP  authorities  are 
used? 

How  much  money  will  be  needed  for  funding  ongoing 
projects? 

—   How  many  ongoing  projects  will  you  fund  with  this 
money? 

What  will  you  spend  on: 

infrastructure? 
technology  transfer? 
—   increased  productivity? 

improving  the  quality  of  life? 

ANSWER  5: 

The  major  components  of  our  economic 
assistance  program  continue  to  be:  policy 
reform,  $250  million;  Commodity  Import 
Program,  $200  million;  infrastructure, 
approximately  $212  million;  and  technical 
assistance  project  support,  approximately  $158 
million. 

In  keeping  with  USAID's  mandate  to  promote 
private  sector  development,  the  public  sector 
Commodity  Import  Program  (CIP)  is  being  phased 
out.  New  funding  will  support  the  private 
sector  CIP'. 

The  CIP  pipeline  has  been  reduced  to 
approximately  $150.1  million  as  of  March  31, 
1994.  It  should  be  noted  though  that  there  is 
less  demand  now  for  the  CIP  since  foreign 
exchange  is  readily  available  to  local  firms. 

The  percentage  of  assistance  to  be  provided  in 
sectoral  grants  in  FY  1995  is  30.5  percent  of 
the  total  program  of  $820.7  million.  This 
assistance  is  composed  of  the  Sector  Policy 
Reform  program  ($200  million)  and  the 
Agricultural  Policy  Reform  program  ($50 
million) .  The  former  program  address  policy 
reforms  in  the  fiscal,  financial,  trade  and 
enterprise  sectors. 
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Planned  uses  for  our  FY  1995  funds  are  as 
follows: 

Sector  Policy  Reform  $250.0  million 

Commodity  Import  Program  200.0 

Infrastructure  212.5 

Private  Enterprise  28.5 

Agriculture  35.6 

Human  Resources  57.0 

Environment  15.1 

Governance  7.0 
Technical  Cooperation  &  Feasibility  Studies  10.0 

Regional  Funded  Activities  1.7 

Population  3  . 3 

Total  $820.7  million 

Approximately  $260  million  will  be  used  to 

fund  seventeen  ongoing  projects.   We  estimate 

that  $212.5  million  of  the  FY  1995  funds  will 

support  infrastructure  development,  and  $420 

million  will  support  technology  transfer. 

Most  of  the  FY  1995  funds  will  contribute  to  increased 

productivity  and  improved  quality  of  life  over 

time. 


QUESTION  6:   What  will  be  the  focus  of  your  sectoral  grants 
for  Egypt  in  FY  1994? 

What  reforms  will  the  release  of  these  grants  be  tied 
to? 

—   Have  previous  sectoral  grant  programs  been  successful 
in  attaining  the  desired  reforms  in  the  relevant 
sectors? 

ANSWER  6: 

The  Government  of  Egypt  (GOE)  is  currently 
working  on  meeting  our  FY  1993  Sector  Policy 
Reform  program,  which  was  agreed  on  in 
September  of  1993.  Illustrative  examples  of 
program  benchmarks  include: 

Reduce  the  number  of  tariff  preferences  by  one 
half. 

Privatize  at  least  ten  public  sector  or  joint 
venture  enterprises  worth  at  least  LE  500 
million. 

-   Take  the  actions  necessary  to  prepare  for  the 
implementation  of  the  general  sales  tax  at  the 
retail  level. 

Remove  controls  on  fees  for  banking  services. 
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In  addition,  the  GOE  is  working  on  meeting 
benchmarks  of  the  Agricultural  Sector  Policy 
Reform   program.      Illustrative   examples 
■  include: 

Eliminate  fertilizer  subsidies. 

Eliminate  the  public  sector  monopoly  in  the 
marketing  of  seeds. 

-  Privatize  some  of  the  GOE's  fertilizer  marketing 
activities. 

These  two  programs  have  been  successful  in 
assisting  the  GOE  to  make  substantive  policy 
reforms.  For  example,  the  GOE  has  already 
reduced  import  bans  and  trade  barriers.  It 
has  brought  over  twenty  government  firms  to 
the  point  of  sale.  It  has  allowed  foreign 
banks  to  operate  in  domestic  banking.  It  has 
made  major  reforms  in  the  agriculture  sector 
which  have  subsequently  lead  to  significantly 
increased  production. 


QUESTION  7:   What  is  the  status  of  FY  1994  sectoral  grants? 

—   How  much  of  the  FY  1994  funds  appropriated  for  Egypt 
have  been  released  thus  far  as  cash  transfers  and  how 
much  as  sectoral  grants? 

When  do  you  expect  to  be  able  to  release  the  remainder 
of  the  FY  1993  sectoral  grant  funds? 

ANSWER  7: 

FY  1994  funds  for  the  Sector  Policy  Reform  Program  and  the 
Agricultural  Policy  Reform  Program  will  be  obligated  late  this 
fiscal  year.   Assuming  satisfactory  performance  in  meeting  the 
existing  benchmarks  for  these  two  programs,  the  balance  of  FY 
199  3  funds  in  these  2  programs  are  expected  to  be  released  by  the 
end  of  this  fiscal  year. 
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QUESTION  8:   As  of  January  1994,  the  size  of  the  economic 
aid  pipeline  for  Egypt  was  $1,828  billion.   This  represents  a 
decline  from  last  year's  figure  of  $2,136  billion,  but  the  same 
as  the  figure  of  two  years  ago. 

—  Can  we  expect  the  decreasing  pipeline  to  be  a  trend? 

Has  the  Administration  decided  on  the  amount  of  the 
rescission  that  will  come  out  of  the  Egyptian  pipeline? 

—  What  formula  is  used  to  determine  the  rescission 
amount? 

What  programs  in  Egypt  will  be  affected  by  this 
rescission? 

ANSWER  8: 

We  expect  the  decreasing  pipeline  to  be  a  trend.   However, 
the  decline,  on  average,  will  be  slight  —  about  $100  million  per 
year  —  depending  on  the  performance  of  the  Government  of  Egypt 
(GOE)  in  meeting  policy  reform  benchmarks. 

The  rescission  for  Egypt  will  be  $3  5  million.   This  figure 
is  a  reflection  at  the  size  of  the  Egypt  program  and  pipeline, 
the  required  amount  of  rescissions  worldwide,  and  the 
Administration's  desire  to  minimize  the  affect  of  the  rescissions 
on  the  Egypt  program.   The  source  of  funds  for  the  rescission  is 
currently  under  discussion  with  the  GOE  and  will  likely  be  funds 
in  infrastructure  projects. 


IV.       WEST    B2iNK   AND   GAZA 

QUESTION  1:   I  understand  that  two  of  the  more  difficult 
issues  have  centered  around  Palestinians  working  in  Israel  and 
the  prospect  of  a  Palestinian  currency. 

Has  agreement  been  reached  on  how  many  Palestinians 
will  be  able  to  work  inside  Israel? 

Has  agreement  been  reached  on  what  currency  will  be 
used  in  the  autonomous  areas? 

the  Jordanian  dinar  and  Israeli  shekel,  as  is 
currently  the  case? 

a  new  Palestinian  -currency? 

—   Would  there  be  any  economic  benefit  to  the 

establishment  of  a  Palestinian  currency,  or  would  its 
impact  be  primarily  political  and  psychological? 

Does  the  U.S.  government  have  a  position  on  this 
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matter? 


Do  these  economic  negotiations  need  to  be  concluded 
before  the  Gaza-Jericho  plan  can  be  implemented? 

ANSWER  l; 

The  Agreement  on  the  Gaza  Strip  and  Jericho  area,  signed  in 
Cairo  on  May  4,  discusses  issues  related  to  Palestinian 
employnient  in  Israel.   The  Agreement  does  not  contain  a 
specific  number,  but  states  that  both  sides  will  seek  to 
maintain  the  normalcy  of  movement  of  labor  between  them. 

The  Agreement  also  states  that  the  Israeli  shekel  will  be 
one  of  the  circulating  currencies  in  the  autonomous  areas.   No 
other  currency  is  mentioned  in  the  Agreement;  however,  we 
understand  that  the  U.S.  dollar  and  Jordanian  dinar  will 
continue  to  be  used  in  the  autonomous  areas. 

There  is  currently  no  agreement  regarding  a  new  Palestinian 
currency.   This  is  a  bilateral  issue  between  Israel  and  the 
Palestinians,  and  the  two  parties  have  agreed  to  continue 
discussions  on  this  issue. 

The  parties  have  agreed  that  implementation  of  the 
Gaza/Jericho  Agreement  will  not  be  held  up  by  any  pending 
issues . 


QUESTION  2:   There  has  been  considerable  concern  about  the 
new  Palestinian  authority's  ability  to  meet  the  start-up  costs 
associated  with  the  beginning  of  self-rule.   I  understand  that 
the  World  Bank  and  the  Palestinians  developed  a  budget  for  the 
first  year  of  autonomy  which  includes  $425  million  in 
expenditures  and  $317  million  in  revenues.   This  represents  a 
budget  shortfall  of  $108  million. 

How  were  these  figures  arrived  at? 

Were  U.S.  representatives  involved  in  developing  this 
budget? 

In  your  assessment,  does  this  budget  accurately 
represent  the  funding  situation  of  the  new  Palestinian 
authority? 

ANSWER  2: 

We  have  confidence  in  the  World  Bank's  budget  estimates, 
which  were  developed  in  consultation  with  the  Palestinians.   No 
U.S.  government  officials  were  involved  in  developing  the  budget. 


517 


QUESTION  3:   I  understand  that  at  the  January  donors  meeting 
in  Paris,  the  donor  community  responded  to  this  estimated 
Palestinian  budget  shortfall  by  establishing  a  mechanism  in  which 
donors  could  help  make  up  the  shortfall  in  one  of  two  ways: 

•  by  contributing  in  cash  to  a  World  Bank  trust  fund 
to  help  finance  start-up  costs;  or, 

•  by  directly  supporting  specific  projects  in  the 
Palestinian  budget,  including: 

—  accommodations  and  salaries  for  the  employees 
of  the  new  administration; 

equipment  and  training  for  the  police  force; 

a  relief  works  program  for  workers  who  lost 
their  jobs  in  Israel;  and, 

—  rehabilitation  programs  for  released 
detainees. 

Is  this  an  accurate  description  of  the  donor 
community's  response  to  the  budget  shortfall? 

—  What  is  your  assessment  of  this  effort  to  address 
Palestinian  budgetary  concerns? 

How  much  will  the  U.S.  contribute  to  the  World  Bank 
trust  fund? 

What  projects  will  the  U.S.  be  supporting  directly? 

Will  U.S.  contributions  to  the  Palestinian  budget  come 
out  of  the  $75  million  pledged  for  fiscal  year  1994? 

—  How  are  the  European,  Japanese,  and  Arab  donors 
contributing? 

How  much  has  been  amassed  in  the  trust  fund? 

—  How  will  the  World  Bank  disburse  the  funds  collected  in 
the  trust  fund  and  monitor  their  use? 

ANSWER  3: 

That  is  an  accurate  description  of  the  donor  cominunity 's 
response  to  the  budget  shortfall.   Until  the  Palestinian 
Authority  is  up  and  running  we  cannot  assess  that  effort  to 
address  Palestinian  budget  concerns. 

The  U.S.  is  contributing  $10  million  to  the  World  Bank 
trust  fund,  and  is  supporting  the  Palestinian  police  directly. 
The  U.S.  contributions  to  the  Palestinian  budget  will  come  out 
of  the  $75  million  pledged  for  FY  94. 
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For  FY  94,  the  combined  pledges  of  European  states  total 
$226  million,  Japan  pledged  $100  million  and  the  combined  Arab 
states  pledged  are  $164  million. 

The  trust  fund  has  amassed  $20  million,  so  far.   The  World 
Bank  will  work  with  the  Palestinian  Economic  Council  on 
Development  and  Reconstruction  (PECDR)  to  disburse  and  monitor 
the  use  of  funds. 


QUESTION  4:   According  to  World  Bank  projections,  the 
Palestinian  budget  shortfall  is  expected  to  decline  rapidly  after 
the  first  year. 

—  Do  the  World  Bank's  estimates  correspond  to  U.S. 
government  projections? 

—  What  would  account  for  this  improved  budgetary 
situation? 

increased  revenues? 

decreased  expenditures? 

—  Will  the  World  Bank  trust  fund  and  direct  project 
support  from  donors  be  needed  beyond  the  first  year  of 
autonomy? 

ANSWER  4: 

We  have  confidence  in  the  World  Bank's  estimates.   The 
predicted  improvement  in  the  Palestinian  budget  situation  for  FY 
1995  is  based  on  the  assumption  that  revenue  will  increase. 

The  trust  fund  and  direct  projects  are  intended  to  respond 
to  an  emergency  need  for  start-up  support.   However,  until  the 
self-government  is  underway  we  will  not  be  able  to  say 
definitively  whether  these  mechanisms  for  aid  delivery  will  be 
needed  beyond  the  first  year  of  autonomy. 


519 


QUESTION  5:   Many  Palestinians  are  fearful  that  the  general 
elections  for  a  national  council  slated  to  be  held  by  July  13 
will  be  indefinitely  postponed  or  cancelled. 

How  firm  is  that  Israeli  and  PLO  commitment  to  hold 
these  elections  by  July  13? 

How  important  is  the  view  of  the  United  States  is  it 
that  these  elections  take  place  at  an  early  date? 

In  light  of  the  delay  in  implementing  Gaza-Jericho,  do 
you  feel  it  is  likely  that  the  elections  will  be 
postponed? 

How  does  this  development  affect  the  strategy  of  our 
democracy  building  programs? 

Does  the  administration  have  a  position  on  the  idea  of 
municipal  elections  before  elections  for  a  national 
council? 

ANSWER  5: 

The  Declaration  of  Principles  stipulates  that  "direct,  free 
and  general  political  elections  will  be  held  for  the 
(Palestinian)  Council..."  within  nine  months  of  the  entry  into 
force  of  the  DOP.   Due  to  the  delays  in  reaching  agreement  on 
implementing  the  DOP,  however,  both  Israel  and  the  PLO  seem  to 
agree  that  it  is  not  politically  or  technically  feasible  to 
hold  these  elections  by  July  13.   Saeb  Erekat,  a  member  of  the 
Palestinian  Authority,  has  suggested  that  elections  should  be 
held  in  October . 

The  U.S.  strongly  supports  the  holding  of  elections  by  the 
Palestinians  in  the  occupied  territories.   Our  view  is  that  the 
promotion  of  broad  political  participation  through  democratic 
institutions  is  the  best  way  for  the  Palestinians  to  ensure 
political  stability.   The  timing  and  modalities  of  those 
elections  are  matters  for  the  parties  to  determine.   Our 
understanding  is  that  both  Israel  and  the  PLO  continue  to 
support  the  holding  of  elections. 

Despite  the  delay,  we  are  moving  ahead  in  funding  U.S.  NGO 
projects  to  assist  the  Palestinians  in  the  areas  of  civic 
education,  rule  of  law  and  elections  assistance.   USAID  has 
signed,  or  is  pursuing,  agreements  with  American  NGO's  worth 
about  $1  million  in  these  areas.   USAID  also  expects  to  spend 
another  $1  million  this  fiscal  year  for  additional  activities 
in  support  of  the  democratic  process. 

We  understand  that  Israel  and  the  PLO  have  discussed  the 
possibility  of  holding  municipal  elections  before  elections  for 
a  Palestinian  Council.   We  would  support  any  arrangement 
mutually  agreeable  to  the  parties. 
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QUESTION  6:   In  the  past,  the  Committee  endorsed  report 
language  for  FY  1994  calling  for  the  Administration  to  fund  a  $2 
million  Palestinian-Israeli  Cooperation  Program.   It  is  my 
understanding  that  very  little  of  this  money  has  been  utilized  to 
date,  despite  a  great  deal  of  interest  expressed  by  groups 
seeking  to  do  this  kind  of  work  in  the  region. 

—  Is  that  accurate? 

—  What  is  the  problem  here? 

—  Don't  you  see  a  constructive  role  for  these  activities, 
particularly  in  the  aftermath  of  t^-J  signing  of  the 
Declaration  of  Principles? 

Does  this  program  figure  into  the  planning  for  FY  1995? 

ANSWER  6: 

Because  of  severe  limitations  and  urgent  demands  on  USAID 
funds,  particularly  for  emergency  programs  for  the  West  Bank 
and  Gaza,  additional  money  was  not  provided  for  the 
Palestinian-Israeli  Cooperation  Program  (PICP)  in  FY  94. 
Previously,  $591,000  was  made  available  for  PICP. 

In  the  past,  $250,000  was  transferred  to  USIA  to  carry  out 
training,  exhibit,  and  exchange  activities  involving 
Palestinians  and  Israelis.   USAID  has  expended  or  obligated  all 
but  $1,812  of  those  funds. 

$341,000  was  provided  to  the  US  Embassy  in  Tel  Aviv  and  the 
Consulate  General  in  Jerusalem  to  make  small  grants  to  local 
Palestinian  and  Israeli  organizations  and  fund  a  personal 
services  contract  to  support  this  activity.   Fourteen  grants 
have  been  made  (four  in  FY  91  and  ten  in  FY  93).   Some  of  the 
grants  will  have  a  second  tranche,  but  all  the  funds  have  been 
expended  or  committed. 

A  major  problem  with  this  program  has  been  that  it  is  very 
management  intensive.   USAID  must  arrange  pre-award  audits  of 
the  proposed  recipient  institutions  and  provide  staff  to  make 
the  grants  and  financial  management  support.   Because  of  the 
small  USAID  staff  in  Tel  Aviv  and  Jerusalem,  it  has  not  been 
able  to  fulfill  its  responsibilities  for  our  West  Bank/Gaza 
activities  as  well  as  management  of  the  PICP.   We  are  unable  to 
make  the  same  delegations  to  the  Embassy/Tel  Aviv  we  did 
earlier,  because  the  Office  of  Procurement  will  not  authorize  a 
delegation  to  an  Embassy  at  which  USAID  US  Direct  Hire 
employees  are  stationed. 

Because  this  program  can  be  very  constructive  in  fostering 
regional  understanding  and  cooperation,  we  may  reconsider 
possibilities  for  this  program  in  FY  1995,  as  the  amount  of 
available  funds  becomes  clearer  and  our  West  Bank/Gaza  USAID 
Mission  staff  is  enlarged. 
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QDBSTIOM  7:   How  satisfied  are  you  with  the  level  of 
coordination  among  the  donor  community? 

My  impression  is  that  "coordination"  has  frequently 
meant  that  the  donors  come  together,  simply  tell  each 
other  what  projects  they  are  funding,  and  then  go  home. 

How  do  you  respond  to  this? 

Do  you  sense  any  duplication  of  efforts  among  various 
donors'  projects? 

—  Do  you  feel  that  all  donors  are  adhering  to  a  common 
development  strategy? 

How  is  the  donor  community  seeking  to  help  Palestinians 
avoid  aid  dependence? 

What  is  the  role  of  the  World  Bank  in  promoting  donor 
coordination? 

—  Is  there  a  World  Bank  mission  on  the  ground  in  the  West 
Bank  and  Gaza  to  ensure  coordination  at  the 
implementation  stage? 

Can  any  other  organization  play  that  role  —  like  UNDP? 

ANSWER  7: 

Donors  are  working  within  the  World  Bank  framework  to 
minimize  duplication.   Some  duplication  may  occur,  especially 
in  the  first  year  when  donors  are  providing  aid  on  an  emergency 
basis  bilaterally.   In  general,  however,  all  donors  want  their 
contributions  to  have  the  maximum  benefit,  and  so  are  working 
to  avoid  duplication,  and  adhere  to  a  common  development 
strategy. 

The  donor  community  is  helping  the  Palestinians  avoid  aid 
dependency  by  promoting  private  sector  investment, 
entrepreneurship  and  revenue  collection.   The  long  range  goal 
is  Palestinian  self-sufficiency. 

The  World  Bank,  as  secretariat  of  the  donors  organization, 
is  working  with  the  Palestinians  and  the  donors  to  promote 
coordination.   At  the  Conference  to  Support  Middle  East  Peace, 
donors  agreed  that  the  World  Bank  is  uniquely  suited  to  this 
role.   Other  organizations,  such  as  the  UN  agencies  and  private 
voluntary  organizations  are  active  in  implementing  aid  projects. 
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QUE8TIOH  8:   What  is  the  status  of  the  OPic  portion  of  our 
assistance  package  for  the  West  Bank  and  Gaza? 

How  much  of  the  $25  million  for  FY  1994  has  been 
applied  for  thus  far? 

What  are  the  obstacles  to  private  investment  in  the 
current  climate  where  there  is  still  no  agreement  on 
the  implementation  of  the  Declaration  of  Principles  and 
the  Israeli  withdrawal  from  the  territories? 

Do  you  anticipate  the  full  $25  million  in  guarantees 
and  insurance  being  used  by  the  end  of  this  fiscal 
year? 

If  not,  will  the  remainder  carry  over  into  FY  1995? 

What  sectors  hold  out  the  most  promise  for  significant 
private  investment  in  the  West  Bank  and  Gaza? 

ANSWER  8: 

As  part  of  the  Administration's  assistance  package,  OPIC 
will  provide  $125  million  in  the  form  of  loans,  loan  guarantees 
and  political  risk  insurance  to  support  American  private 
investment  in  the  West  Bank  and  Gaza  Strip  over  the  next  five 
years. 

The  State  Department  and  OPIC  are  working  together  to  put 
in  place  the  necessary  arrangements,  given  the  unique  status  of 
the  West  Bank  and  Gaza  Strip,  to  satisfy  statutory  requirements 
for  OPIC's  operations.   Although  the  necessary  arrangements  are 
not  yet  in  place,  OPIC  has  been  actively  meeting  with  U.S. firms 
to  discuss  potential  projects  in  which  OPIC  could  assist  in  the 
West  Bank  and  Gaza  Strip  after  these  arrangements  have  been 
completed.   These  projects  involve  a  wide  range  of  sectors, 
from  large-scale  power  and  telecom  projects  to  smaller-scale 
manufacturing,  and  agribusiness  projects. 

The  pace  with  which  OPIC's  $125  million  dollar  commitment 
is  utilized  depends  on  the  submission  of  viable  project 
proposals  by  the  private  sector.   Any  portion  of  OPIC's  $125 
million  dollars  commitment  for  loans,  loan  guarantees  and 
political  risk  insurance  not  used  during  FY  94  will  be 
available  in  subsequent  years. 

The  signing  May  4  in  Cairo  by  Israel  and  the  PLO  of  the 
Gaza/Jericho  agreement  and  the  Protocol  on  Economic  Relations 
signed  by  the  parties  April  29  in  Paris  has  opened  the  way  for 
serious  evaluation  of  investment  projects  in  the  area.   It  will 
take  time,  of  course,  for  the  new  Palestinian  authorities  to 
establish  rules  and  regulations  regarding  investment.   It  is 
important,  however,  that  they  address  these  issues  as  soon  as 
possible  so  that  investors  will  have  a  clear  framework  within 
which  to  make  investment  decisions. 
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V. 


JORDAN 


QUESTION  1:   It  has  now  been  five  months  since  Jordan  held 
its  first  multiparty  elections  in  recent  history. 

—  What  is  your  assessment  of  the  political  situation  in 
Jordan  today? 

—  What  has  been  the  role  of  the  Parliament  in  governance 
in  Jordan? 

What  has  been  the  impact  of  the  Israeli-PLO  declaration 
of  principles  on  the  politics  in  Jordan  today? 

What,  in  your  view,  are  the  greatest  threats  to  the 
political  gains  that  have  been  made  in  Jordan  in  recent 
years? 

ANSWER  1: 

Jordan  continues  to  liberalize  the  country's  political 
system.   As  a  result  of  the  legalization  of  political  parties 
in  1992,  20  political  parties,  running  the  gamut  of  leftist, 
centrist,  and  Islamist  conservative  parties,  were  licensed  in 
1992  and  1993.   On  November  8,  1993,  the  Government  of  Prime 
Minister  Abd  Al-Salam  Al-Majali  supervised  the  country's  first 
multiparty  parliamentary  elections  since  1956.   International 
and  domestic  observers  agreed  that  the  parliamentary  elections 
were  essentially  free  and  fair. 


The  elected  lower  house 
upper  house  concluded  the  fo 
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The  signing  of  the  PLO-Israel  Declaration  of  Principles 
was  expected  by  many  to  be  a  primary  issue  in  the  November 
1993  parliamentary  elections  in  JoTdan.   In  the  final 
analysis,  it  was  not  a  major  issue;  the  campaign  was  dominated 
by  traditional  and  local  issues.   In  response  to  parliamentary 
pressure.  Prime  Minister  Majali,  acting  in  his  capacity  as 
Foreign  Minister,  and  Minister  of  State  for  Foreign  Affairs 
Talal  Al-Hassan,  regularly  briefed  the  elected  officials  in 
private  sessions  on  the  Arab-Israel  peace  process. 


524 


The  single  largest  thre3t  to  the  political  gains  made  in 
Jordan  over  the  past  few  years  is  Jordan's  economic 
situation.   Declining  standards  of  living,  high  unemployment, 
a  persistently  high  population  growth  rate  and  a  lack  of 
natural  resources  combine  to  limit  the  prospects  for  long-term 
growth  and  stability. 


QUESTION  2:   I  understand  that  Jordan's  IMF  stabilization 
program  expired  in  February  1994  and  that  Jordan  is  now  in 
negotiations  with  the  IMF  for  a  follow-on  program. 

What  is  the  record  of  the  stabilization  program  in 
Jordan? 

Did  Jordan  meet  all  of  its  IMF  targets? 

Why  is  the  Jordanian  Parliament  blocking  implementation 
of  the  sales  tax  required  under  the  stabilization 
program? 

What  is  your  overall  assessment  of  the  economic 
situation  in  Jordan  today? 

ANSWER  2: 

Jordan  began  serious  efforts  to  stabilize  its  economy 
and  achieve  long-term  economic  growth  with  its  18-month 
Standby  Agreement  with  the  IMF  in  February  1992  (this 
agreement  was  later  extended  and  concluded  in  February 
1994).   A  successor  3-year  agreement  (an  Extended  Fund 
Facility,  or  EFF)  with  the  IMF  is  presently  under 
negotiation;  such  a  program  should  continue  to  move  Jordan's 
economy  in  a  positive  and  market-oriented  direction. 

Jordan's  performance  under  the  Standby  was  generally 
excellent.   The  last  key  policy  measure  that  the  GOJ  needed 
to  put  in  place  under  this  program  was  the  General  Sales 
Tax.   The  government  secured  parliamentary  approval  on  May 
14,  with  the  new  law  taking  effect  on  June  1.   Clearing  this 
hurdle  not  only  makes  the  tax  system  more  efficient  and 
increases  budgetary  revenues,  it  should  pave  the  way  for  the 
IMF  approval  of  the  EFF  at  a  vote  scheduled  for  May  25. 

Under  the  Standby,  real  output  expanded  by  6%,  although 

growth  slowed  at  the  end  of  1993  due  mainly  to  uncertainties 

about  implementation  of  the  Peace  Process.   An  increased 
supply  of  domestic  products,  coupled  with  responsible  demand 

management  policies  by  the  GOJ,  kept  inflation  to  about  5% 

in  1993.   Unemployment  declined  to  12-14%  from  a  peak  of  25% 
in  1990. 
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During  the  first  half  of  1993,  the  Jordanian  money  supply 
increased  more  quickly  than  projected,  largely  because  of 
strong  credit  demand  in  the  private  sector.   Since  this 
risked  spurring  higher  inflation,  the  GOJ  quickly  imposed 
corrective  monetary  policy  measures  at  midyear.   The 
government  is  also  pursuing  important  privatization 
initiatives  in  certain  sectors  such  as  telecommuncations. 

Jordan  has  kept  current  with  external  debt  payments 
under  the  agreements  with  its  Paris  and  London  Club 
creditors.   Jordan's  overall  external  debt  of  $6.65  billion, 
or  128%  of  GDP,  is  extremely  high  and  will  require  continued 
debt  relief  and  external  assistance  to  help  cover  financing 
gaps.   Economic  dislocations  resulting  from  the  Gulf  War  and 
the  uncertainty  surrounding  Mideast  Peace  developments  may 
continue  to  have  a  negative  effect  on  economic  growth. 
Another  serious  dislocations  are  dwindling  reserves. 
Nevertheless,  positive  developments  in  the  peace  process 
could  have  immediate  salutary  benefits  for  Jordan. 


VI.   LEBANON 

QUESTION  1:   I  would  like  to  ask  a  few  general  questions 
about  the  overall  political,  economic,  and  military  situation  in 
Lebanon. 

What  is  your  assessment  of  the  general  climate  in 
Lebanon? 

How  effectively  is  the  central  government  functioning? 

How  independent  is  it? 

To  what  extent  does  Syria  influence  the  Hariri 
government? 

What  is  the  central  government  doing  to  encourage 
reconciliation  among  the  various  confessional  groups? 

ANSWER  l: 

We  believe  that  the  Lebanese  political  and  economic 
situation  continues  to  improve.   The  Government  of  Lebanon 
has  made  important  strides  in  reestablishing  central 
government  authority  throughout  Lebanon.   Most  recently, 
it  broke  off  diplomatic  relations  with  Iraq  after  Iraqi 
diplomats  admitted  their  involvement  in  the  Beirut 
assassination  of  an  Iraqi  oppositionist.   The  Government 
also  moved  to  rein  in  Hizballah  activities  in  the  Bi'qa 
valley.   The  Prime  Minister,  President,  and  Speaker  of  the 
Assembly,  have  made  clear  that  Lebanon  will  no  longer 
tolerate  proxy  wars  on  its  territory. 
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Lebanon  has  powerful  neighbors,  including  Syria,  which 
maintains  troops  within  Lebanon.   The  United  States 
believes  those  troops  should  be  redeployed,  as  called  for 
in  the  Taif  Accords,  and  eventually  completely  withdrawn. 

The  reconciliation  process  finds  its  best  expression 
in  the  Lebanese  Armed  Forces  (LAF)  which  has  made 
significant  strides  in  "deconf essiona lization. "   But  other 
efforts  are  under  way  as  well.   The  GOL  is  actively 
encouraging  Christians,  for  example,  to  return  to  areas 
they  left  during  Druze-Christian  conflicts. 


QUESTION  2:   What  is  the  status  of  military  reconstruction 
in  Lebanon? 

How  many  troops  are  there  in  the  Lebanese  armed  forces 
(LAF)  now? 

Do  you  know,  roughly  what  the  confessional  composition 
of  the  LAF  is  now? 

How  are  its  troops  deployed  throughout  Lebanon  —  that 
is,  how  many  troops  in  what  areas? 

To  what  extent  is  the  central  government  in  control  of 
Lebanese  territory? 

What  is  the  status  of  the  effort  to  disarm  the 
militias? 

Are  militia  forces  being  integrated  into  the  LAF? 
ANSWER  2:, 

There  are  approximately  48,000  troops  in  the  LAF  at 
this  time.   Government  policy  is  to  bring  in  new  recruits 
in  a  proportion  roughly  equivalent  to  confessional 
composition  in  the  general  population.   Recruits  are 
spread  throughout  each  of  the  services;  the  LAF  has  made 
headway  in  doing  away  with  units  heavily  weighted  towards 
one  confession  or  the  other  in  its  effort  to  build  a 
military  loyal  to  Lebanon  rather  than  a  given  group.   LAF 
forces  are  deployed  in  an  area  bounded  roughly  by  Tripoli 
in  the  North,  the  area  under  UNIFIL  control  in  the  South 
and  the  Lebanese  Mountains  to  the  East.   There  is  also  a 
small  LAF  deployment  in  the  Bi'qa  valley,  in  an  area  in 
and  around  Ba'labakk.   The  Government  of  Lebanon  has  not 
yet  regained  complete  freedom  of  action  —  foreign  forces 
remain  within  its  borders  —  but  it  is  working  towards 
full  independence,  a  process  the  USG  supports.   with  the 
exception  of  Hizballah  and  other  groups  opposing  the 
Middle  East  peace  process,  all  private  militias  have  been 
disarmed.   After  an  initial  influx  into  the  LAF  following 
the  signing  of  the  Taif  Accords,  ex-militia  members  have 
not  joined  the  LAF. 
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QUESTION  3;   To  what  extent  are  the  Palestinian  militias  a 
factor  in  the  south? 

—  Which  militias  are  most  active? 

—  Are  they  a  factor  outside  the  Palestinian  refugee 
camps? 

—  Which  Palestinian  group,  or  groups,  are  dominant  in  the 
area? 

What  is  their  relationship  with  Hizbullah? 

ANSWER  3: 

In  general,  Palestinian  militia  activity  is  much  less 
a  factor  in  South  Lebanon  npw  than  prior  to  the  LAF  action 
in  July  1991  which  pushed  the  Palestinian  fighters  back 
into  the  refugee  camps.   However,  some  Palestinian  groups 
still  conduct  military  operations  and  attempt  occasional 
infiltration  into  the  Israeli-controlled  security  zone. 

Most  current  guerilla  activity  appears  to  stem  from 
groups  led  by  Munir  al-Mugdah,  the  Democratic  Front  for 
the  Liberation  of  Palestine  (DFLP)  of  Nayef  Hawatmeh,  the 
Popular  Front  for  the  Liberation  of  Palestine  (PFLP)  of 
George  Habash,  and  the  Popular  Front  for  the  Liberation  of 
Palestine-General  Command  (PFLP-GC)  of  Ahmad  Jibril. 

Those  Palestinian  militias  still  engaged  in  military 
action  against  Israel  maintain  a  cooperative  relationship 
with  Hizballah.   This  cooperation  probably  includes 
sharing  or  exchanging  weaponry,  participating  in  joint 
training  activities,  and  occasional  conduct  of  joint 
military  operations. 


QUESTION  4:   What  is  the  status  of  the  Lebanese  economy  and, 
specifically,  of  reconstruction  efforts? 

Is  the  three-year,  $2.5  billion  reconstruction  program 
proceeding  as  planned? 

What  is  happening  in  the  banking  and  business  sectors? 

What  role  is  the  Central  -Bank  playing? 

How  independent  is  the  Central  Bank? 

—   What  role  do  you  envision  for  the  U.S.  in  the 
reconstruction  of  Lebanon? 
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AK8WER  4: 


Prime  Minister  Hariri's  government  has  done  much  to 
stimulate  economic  growth.   Foreign  and  expatriate 
Lebanese  investors  are  again  interested  in  Lebanon.   Over 
$4  billion  has  flowed  back  into  the  country,  contributing 
to  a  healthy  balance  of  payments  surplus  in  1993,  which 
offset  a  large  current  account  deficit.   GDP  growth  was 
approximately  6%  in  1993,  inflation  fell  below  10%  for  the 
first  time  in  a  decade,  the  Lebanese  pound  stabilized,  and 
growth  of  the  budget  deficit  slowed.   The  Central  Bank  has 
maintained  a  tight  monetary, policy,  rather  than 
intervening  on  the  foreign  exchange  markets.   By  the  end 
of  October  1993,  reserves  were  over  $1.5  billion,  and  rose 
to  $1.7  billion  by  December. 

Renewed  confidence  in  the  economy  was  also  evidenced 
by  January's  oversubscribed  sale  of  shares  by  the  private 
corporation  Solidere  to  finance  renovation  of  the  Beirut 
commercial  district.  Architectural  competitions  are  now 
underway,  with  demolition  and  reconstruction  to  begin  in 
2-3  months. 

Notwithstanding  these  developments,  the  standard  of 
living  has  not  improved  for  much  of  the  general 
population,  and  the  government's  ambitious  three  year 
National  Emergency  Reconstruction  Program  (NERP),  begun  in 
1992,  is  only  now  gearing  up.   Initial  tangible 
improvements  in  high  priority  areas  —  transportation, 
telecommunications  and  energy  sectors,  as  well  as 
improvements  to  water  and  wastewater  facilities,  the  port 
and  airport  --  are  still  several  months  away. 

The  government  has  already  received  grants  or  soft 
loans  worth  $1.5  -  1.7  billion  for  NERP  projects,  and 
identified  another  $500  -  700  million  in  additional 
pledges.   The  major  contributors  to  NERP  thus  far  are  the 
Gulf  States  and  Arab  financial  institutions,  the  EU  and 
European  Investment  Bank,  the  World  Bank,  France,  and  the 
UNDP.   The  Lebanese  government  must  fill  a  NERP  financing 
gap  of  approximately  $600  million. 

The  autonomous  Central  Bank  of  Lebanon,  while  not  as 
independent  as  the  Federal  Reserve  or  Germany's 
Bundesbank,  is  nonetheless  in  the  hands  of  very  capable 
managers  who  are  widely  respected  in  the  international 
community.   The  current  team,  appointed  by  Prime  Minister 
Hariri,  took  office  August  1,  1993,  with  an  ambitious 
strategy  to  link  fiscal  reform,  reconstruction  policy,  and 
their  own  monetary  policies  to  a  wider  macroeconomic 
strategy  for  stable  growth. 
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One  of  the  Central  Bank's  priorities  is  to  reverse  the 
dollarization  of  the  economy.   (In  1992,  over  85%  of  bank 
deposits  were  held  in  dollars.)   In  addition,  the  bank 
hopes  to  recapitalize  the  banking  sector  in  accordance 
with  international  agreements.   Some  headway  in  this 
regard  was  achieved  with  1992  legislation  which  encouraged 
mergers  among  Lebanon's  70  banks  and  development  of 
specialized  banks,  and  requires  private  banks  to  reach 
internationally-accepted  capital  adequacy  ratios  by  1995. 
Finally,  the  Central  Bank  team  hopes  to  work  on  developing 
capital  markets,  which  could  play  a  role  in  Lebanon's 
long-term  Horizon  2000  reconstruction  plan. 

While  it  does  not  contribute  directly  to  Lebanon's 
national  reconstruction  program,  U.S.  bilateral  assistance 
provides  money  for  families  to  rebuild  war-damaged 
properties.   And  while  commercial  and  investment 
opportunities  for  U.S.  firms  are  affected  by  travel 
restrictions,  several  companies  have  been  able  to  work 
creatively  through  joint-ventures  or  third  country 
national  and  local  represenatives  to  actively  pursue 
contracts  (e.g.  for  a  cellular  phone  system,  airport 
renovations,  power  plant  construction,  and  architectural 
designs  for  downtown  Beirut). 


QUESTION  5:   How  do  you  plan  to  use  the  economic  assistance 
funds  you  are  requesting  for  Lebanon? 

ANSWER  5: 

We  expect  that  most  of  our  limited  assistance  funds 
will  go  to  programs  aimed  at  the  repair  of  houses  damaged 
in  the  fighting  in  Lebanon.   Some  of  the  monies  will  be 
used  to  train  officials  in  public  administration,  in  an 
effort  to  streamline  and  make  more  effective  an 
inefficient  bureaucracy. 


QUESTION  6:   In  the  aftermath  of  the  February  27  bombing  of 
a  Maronite  church  in  Jounieh,  Lebanon,  the  Lebanese  government 
announced  its  decision  to  ban  all  private  radio  and  television 
stations  from  broadcasting  news  bulletins  or  political 
programming? 

What  reason  did  the  Lebanese  government  give  for  this 
decision? 

Is  the  ban  specifically  targeted  at  the  stations 
belonging  to  the  Lebanese  Forces,  a  Maronite  Christian 
militia? 
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What  effect  has  the  ban  had  on  Lebanese  citizens' 
access  to  news  and  political  information? 

Does  the  ban  extend  to  international  broadcasters,  such 
as  the  BBC  and  CNN? 

How  long  has  the  Lebanese  government  indicated  that  the 
ban  will  remain  in  place? 

What  is  the  Administration's  position  on  this  issue? 

What  are  we  saying  to  the  Lebanese  government? 


ANSWER  6 1 

The  rationale  given  for  the  March  23  suspension  of 
news  broadcasting  by  private  television  and  radio  stations 
was  that  such  broadcasts  were  inflaming  sectarian  tensions 
in  the  aftermath  of  the  church  bombing.   The  measure  was 
taken  against  all  private  stations,  not  just  those 
affiliated  with  Christian  groups.   Lebanon's  lively  and 
critical  print  media  was  not  affected  by  the  ban.   The  ban 
initially  included  international  news  broadcast;  however, 
CNN  and  other  international  broadcasters  were  allowed  to 
renew  transmissions  into  Lebanon  within  a  day  or  two. 

The  ban  was  initially  tabbed  as  "temporary;"  it  now 
appears  that  it  will  remain  in  place  while  the  GOL 
rewrites  its  omnibus  law  regulating  the  media,  a  process 
which  will  likely  take  some  months.   We  have  expressed  to 
the  GOL  that  we  recognize  its  legitimate  right  to  regulate 
the  media  insofar  as  administrative  and  technical  details 
are  concerned'.   However,  we  have  also  made  clear  we  are 
concerned  that  such  regulation  not  cross  the  line  into 
censorship. 
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SUPPLEMENTAL  QUESTIONS  SUBMITTED  BY 

THE  SUBCOMMITTEE  ON  EUROPE  AND  THE  MIDDLE  EAST 

TO  THE  DEPARTMENT  OF  DEFENSE 

AND  RESPONSES  THERETO 

APRIL  13,  1994  HEARING 
U.S.  FOREIGN  ASSISTANCE  TO  THE  MIDDLE  EAST 


I.    GENERAL 

QUESTION  1:   Last  year  Administration  witnesses  testified 
that  a  portion  of  a  new  Fiscal  Year  1994  worldwide  account  in 
support  of  U.S.  non-proliferation  policies  would  be  directed 
specifically  at  the  Middle  East  Arms  Control  and  Regional 
Security  process. 

As  I  understand  it,  these  talks  are  part  of  the  Middle 
East  multilateral  process  to  promote  confidence  building 
measures. 

—  How  much  was  expended  for  this  purpose  in  FY  94? 

—  What  was  achieved  in  these  talks? 

—  How  much  do  you  plan  to  spend  on  these  activities  in 
Fiscal  Year  1995? 

ANSWER  l; 

The  funds  referred  to  appear  to  be  contained  in  the  FY  1994 
request  for  the  ESF  account  managed  by  the  Department  of  State. 
Accordingly,  the  following  information  was  provided  to  DOD  by  the 
Department  of  State: 

—  The  Arms  Control  and  Regional  Security  (ACRS)  working 
group  recently  approved  the  establishment  of  a 
multilateral  communications  network  for  the  group. 
This  network  will  use,  on  an  interim  basis,  part  of  the 
hub  infrastructure  of  the  CSCE  in  the  Hague.   Parties 
also  agreed  to  set  up  a  permanent  network  in  the  region 
as  soon  as  conditions  there  permit. 

—  This  is  a  significant  achievement  and  is  the  first 
confidence-building-measure  adopted  in  the  ACRS 
process.   The  working  group  is  now  reviewing  costs 
associated  with  equipping  regional  parties  with  the 
hardware  for  setting  up  the  network.   We  expect  most 
regional  parties  to  be  able  to  afford  the  end  user 
stations  necessary  to  use  the  network.   However,  for 
those  parties  with  limited  resources,  such  as  the 
Palestinians,  the  U.S.  and  Russian  co-sponsors  are 
examining  options  for  providing  the  hardware. 
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The  Administration  anticipates  using  the 
Nonproliferation  and  Disarmament  Fund  (NDF) , 
administered  by  the  Department  of  State,  for  this 
purpose.   A  project  funding  proposal,  which  will 
request  up  to  $350,000  for  the  ACRS  communications 
network,  is  being  prepared.   A  request  for  additional 
NDF  funding  for  the  permanent  regional  network  will  be 
prepared  at  a  later  date. 

The  ACRS  working  group  has  also  made  significant 
progress  on  other  measures.   Two  warrant  particular 
mention.   Regional  parties  are  approaching  the  last 
stages  of  discussion  on  a  declaration  of  principles  and 
objectives.   Such  a  declaration  would  provide  a 
framework  for  the  group's  pursuit  of  arms  control  and 
regional  security.   We  are  also  nearing  completion  of 
plans  to  hold  a  maritime  exercise  to  demonstrate 
procedures  for  cooperation  in  the  areas  of  search-and- 
rescue  and  prevention  of  incidents  at  sea. 

QUESTION  2:   The  MFO  has  been  in  operation  for  12  years. 
During  that  time,  not  a  single  shot  has  been  fired. 

Has  the  U.S.  considered  under  what  circumstances  the 
MFO  could  be  reconfigured? 

How  much  longer  do  you  think  that  U.S.  combat  troops 
will  be  required  in  the  MFO? 

Can  you  foresee  any  end-point  for  the  MFO? 

ANSWER  2: 

The  Protocol  to  the  agreement  establishing  the  MFO  contains 
no  termination  clause  and  no  provisions  for  the  eventual 
withdrawal  of  all  troops  or  dismantling  of  the  organization, 
except  as  determined  by  the  parties  (Egypt  and  Israel) 
themselves.   The  MFO  is  part  and  parcel  of  the  overall  security 
environment  in  the  Middle  East.   The  presence  of  combat  troops 
and  observers  provides  a  level  of  confidence  in  the  parties 
involved  that  peace  will  be  preserved.   At  this  stage  in  the 
peace  process  and  absent  an  agreement  by  the  parties,  it  is 
premature  to  consider  disbanding  the  MFO.   Until  such  time  as  a 
security  arrangement  exists  that  establishes  a  viable  and  lasting 
peace  between  Israel  and  her  neighbors,  the  MFO  should  remain  as 
a  foundation  of  stability  and  confidence.   Subject  to 
Congressional  authorization  and  appropriations,  the  U.S.  is 
committed  to  providing  combat  troops  in  support  of  the  MFO's 
mission  until  the  parties  to  the  agreement  which  created  the  MFO 
mutually  agree  that  U.S.  combat  troops  are  no  longer  necessary. 

II.   ISRAEL 
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QUESTION  1:   What  major  defense  equipment  do  you  see  Israel 
procuring  in  Fiscal  Year  1995  besides  that  of  the  F-15I  and  the 
F-16A/B  drawdown? 

—  What  additional  advanced  military  equipment  has  Israel 
expressed  an  interest  in  procuring  in  this  Fiscal  Year? 

—  What  additional  advanced  military  equipment  do  you  see 
Israel  expressing  an  interest  in  procuring  over  the 
next  five  years? 

—  Have  the  Israeli's  expressed  any  interest  in  procuring 
the  U.S.  A-10  aircraft  as  EDA  items  in  Fiscal  Year 
1995? 

ANSWER  2: 

Israel's  F-151  procurement  will  be  implemented  during  the 
current  fiscal  year,  as  will  the  initial  drawdown  of  F-16A/BS. 
During  the  current  year,  we  also  expect  Israel  to  acquire  new 
diesel  engines  for  the  Merkava  tank,  equipment  for  an  advanced 
training  center,  Aerospatiale  565  MA  maritime  helicopters, 
Hellfire  missiles,  the  Multiple  Launch  Rocket  System,  the  Multi- 
stage Improvement  Program  for  its  F-15s,  the  Real  Time 
Interpretation  System  and  Trinidad  TB  2  0  aircraft. 

We  anticipate  that  Israel  will  wish  to  buy  additional  TOW- 
2/TOW-2A  anti-armor  missiles  during  FY  1995. 

Over  the  longer  term,  Israel  will  wish  to  procure  the  ARROW 
Anti-Tactical  Ballistic  Missile  system. 

Israel  has  not  expressed  interest  to  date  in  obtaining  A-10 
aircraft  as  Excess  Defense  Articles. 


QUESTION  2:   Has  Israel  been  able  to  sufficiently  maintain 
its  qualitative  military  edge  in  the  Middle  East  region  since  the 
end  of  the  gulf  war? 

—  What  military  factors  have  affected  Israel's 
qualitative  edge  the  most  since  the  end  of  the  gulf 
war? 

Do  the  continued  sales  of  U.S.  armor  (Ml-Als,  Ml-A2s, 
Bradley  Fighting  Vehicles  and  associated  and  ancillary 
equipment)  to  Arab  states  affect  Israel's  ground  war 
qualitative  edge? 

—  Do  the  continued  sale  of  advanced  U.S.  aircraft  to  Arab 
states  affect  Israel's  air  war  qualitative  edge? 

—  Do  Chinese  and  North  Korean  missile  sales  to  Syria 
affect  Israel's  overall  qualitative  military  edge? 
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—    If  so,  what  steps  has  the  United  States  taken  to 
offset  that  disadvantage? 

—   Are  currently  deployed  U.S.  PATRIOT  air  defense 

systems,  and  the  eventual  deployment  of  the  Israeli 
ARROW  anti-tactical  ballistic  missile  sufficient  to 
offset  this  growing  but  real  threat  within  the  region? 

ANSWER  2: 

The  threat  to  Israel  is  at  an  historic  low  as  a  result  of 
the  Gulf  war  and  the  historic  peace  accord  between  Israel  and  the 
Palestinians.   Continuing  efforts  to  bring  about  a  peace  between 
Israel  and  its  Arab  neighbors  have  further  reduced  the  prospect 
for  war.   A  more  immediate  threat  for  Israel  is  terrorism  and 
daily  violence  as  the  implementation  of  the  Declaration  of 
Principles  moves  forward.   In  the  longer  term,  the  real 
challenges  are  the  political  situation  in  the  region  and  growing 
Arab  and  Iranian  weapons  of  mass  destruction  capabilities  either 
developed  indigenously  or  acquired  from  sources  such  as  China  and 
North  Korea. 

Israel's  qualitative  military  edge  in  the  region  has  been 
enhanced  in  the  aftermath  of  the  Gulf  war.   The  immediate  Iraqi 
threat  to  Israel  has  been  greatly  reduced.   The  Gulf  war  also 
demonstrated  the  superiority  of  U.S. -built  weapons  systems 
operated  by  highly  trained  forces.   Israel's  high  technology 
weaponry,  the  superior  education,  training  and  motivation  of  its 
defense  forces,  and  better  battle  management  ensure  that  Israel 
will  remain  the  dominant  military  power  in  the  region  throughout 
the  decade  and  beyond.   Israel's  decisive  military  advantage  will 
deter  its  adversaries  from  launching  wars  against  it  or  help  it 
win  if  another  Arab-Israeli  war  occurs. 

The  U.S.  is  committed  to  maintaining  Israel's  qualitative 
edge  against  potential  foes.   It  involves  the  continuation  of 
military  assistance  at  current  levels  and  extensive  and  growing 
technology  cooperation  in  military  and  civilian  areas.   To  this 
end,  we  have  provided  $1.8  billion  annually  for  Israel's  defense 
purchases  since  1986.   In  addition,  we  continue  to  assist  Israel 
in  stretching  its  defense  budget  by  making  excess  defense 
articles  available  at  virtually  no  cost  under  the  Southern  Region 
Amendment,  Sec.  516,  of  the  Foreign  Assistance  Act  of  1961,  as 
amended,  and  providing  defense  articles  under  the  Special 
Drawdown  Authority,  Sec.  599B,  of  the  Foreign  Operations,  Export 
Financing  and  Related  Programs  Appropriations  Act  of  1991,  as 
amended.   The  sale  of  advanced  F-151  aircraft  and  other 
sophisticated  defense  systems,  our  support  for  the  joint  U.S.- 
Israel  ARROW  project,  and  the  continuation  of  joint  planning, 
exercises  and  prepositioning  are  all  designed  to  ensure  that 
Israel  maintains  its  military  advantage  across  the  board  against 
the  longer  term  threats  in  the  region. 

While  the  U.S.  did  deploy  PATRIOT  batteries  to  Israel  during 
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the  Gulf  war,  they  have  since  been  removed.   No  U.S.  operational 
forces  are  currently  deployed  in  Israel.   Israel  has  acquired  its 
own  PATRIOT  batteries  over  the  past  several  years.   The  joint 
U.S. -Israel  ARROW  research  and  development  program  has  been 
undertaken  in  an  effort  to  deal  with  the  threat  of  ballistic 
missiles  in  the  region. 

QUESTION  3:   Besides  the  ARROV/,  Israel  continues  to  achieve 
success  in  its  development  of  intermediate  and  intermediate  to 
long-range  ballistic  missile  (JERICHO  I  and  II) . 

What  military  threat  are  the  deployment  of  these 
systems  designed  to  offset  and  deter? 

Are  the  deployment  of  these  military  systems  considered 
to  be  a  violation  of  the  MTCR? 

If  so,  how  are  they  violations  of  the  MTCR  and 
what  steps  have  the  MTCR  partners  taken  with 
regard  to  these  deployments? 


If  not,  explain  why  they  are  not  MTCR  related? 


ANSWER  3: 


The  Missile  Technology  Control  Regime  (MTCR)  is  a  group  of 
like-minded  countries  that  agreed  to  control  missile  equipment 
and  technology  that  can  contribute  to  the  delivery  of  chemical, 
biological  and  nuclear  weapons.   The  countries  have  agreed  to 
unilaterally  control  these  items  under  a  common  set  of  guidelines 
that  accompany  the  MTCR  annex.   The  MTCR  focus  is  on  transfers  of 
missile  systems  and  technologies,  and  it  does  not  address 
indigenous  production  of  missiles  or  the  actual  deployment  of  any 
systems.   The  JERICHO  is  an  indigenously . produced  system,  and, 
therefore,  its  production  is  not  covered  by  the  MCTR. 

Israel  is  an  adherent  to  the  MTCR  for  purposes  of  U.S.  law. 
This  agreement  requires  the  government  of  Israel  to  follow  the 
MCTR  guidelines  and  control  and  MTCR  annex  items,  as  well  as 
future  additions  to  the  annex.   If  Israel  should  sell  any  MTCR 
annex  items  (like  the  JERICHO)  to  a  non-MTCR  partner,  then  it 
would  have  violated  the  agreement  and  be  subject  to  U.S. 
sanctions.   The  U.S.  is  the  only  MTCR  partner  that  has  statutes 
that  require  the  government  to  sanction  countries,  companies  or 
individuals  that  violate  the  MTCR  guidelines.   Since  the  MTCR  is 
a  regime,  not  a  binding  treaty,  there  is  no  means  for  MTCR 
partners  to  take  action  multilaterally  on  a  violation. 

QUESTION  4:   What  defense  projects  and  systems  procurements 
did  Israel  dedicate  its  off  shore  procurement  monies  to  in  Fiscal 
Year  1994? 
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Where  do  you  see  Israel  dedicating  its  Fiscal  Year  1995 
off-shore  procurement  monies? 

ANSWER  4: 

The  government  of  Israel  has  identified  the  following 
programs  to  be  financed  with  its  FY  1994  off-shore  procurement 
monies:  military  vehicle  devices,  an  advanced  naval  missile,  the 
ARROW  Anti-Tactical  Ballistic  Missile  system,  Nimrod  missiles. 
Python  4  missiles,  communication  systems,  naval  modernization, 
Merkava  tank  production,  CH-53  helicopter  upgrades,  tank  and 
armored  personnel  carrier  upgrades,  the  Negev  light  machine  gun, 
ammunition,  avionics  systems  maintenance  and  communications 
systems . 

The  government  of  Israel  has  indicated  that  it  will  use  its 
FY  1995  off-shore  procurement  monies  for  the  same  programs  as  in 
the  current  year,  with  the  following  exceptions:  the  Negev  light 
machine  gun  will  be  dropped  and  the  advanced  training  center  will 
be  added. 


QUESTION  5:   What  military  assistance  if  any  did  Israel 
receive  from  non-U. S.  sources  in  Fiscal  Year  1994? 

What  other  countries  are  providing  military  assistance 
to  Israel? 

What  other  countries  are  procuring  military  equipment, 
technology  and  know-how  assistance  from  Israel? 

What  types  of  military  equipment  does  Israel  sell  to 
other  nations? 

Does  Israel  have  any  other  ongoing  military  cooperation 
agreements  with  other  countries? 

If  so,  what  are  those  countries  and  what  is  the  nature 
of  those  agreements? 

ANSWER  5: 

Israel  has  not  received  significant  military  assistance  from 
other  than  the  United  States.   Germany  is  the  only  non-U. S. 
source  currently  providing  Israel  with  military  equipment,  having 
sold  two  Dolphin  class  diesel  submarines  to  Israel. 

Chile,  Paraguay,  Singapore,  Estonia,  Romania  and  Spain  are 
procuring  Israeli  military  equipment,  technology  and  know-how 
assistance. 

Israel's  sales/delivery  transactions  during  the  current 
fiscal  year  are  as  follows: 
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Chile;  fighter  upgrades,  modification  of  transport  with 
airborne  early  warning  systems,  naval  surface-to-air 
missile  systems; 

—  Paraguay :  weapons  and  patrol  cars; 

—  Singapore;  fighter  upgrades; 

—  Estonia;  weapons  and  ammunition; 

—  Romania;  MiG-21  fighter  upgrades;  and 

Spain;  electronic  warfare  upgrade  of  transport 
aircraft. 

In  addition,  Israel  is  offering  infantry  weapons  and 
ammunition  to  the  Congo,  Uganda  and  Latvia;  and  fighter  upgrades 
to  Turkey  and  Greece. 

Israel  aggressively  promotes  arms  sales  globally  and  is 
eager  to  acquire  new  clients.   Exports  are  essential  to  keep 
Israeli  defense  firms  viable  to  support  production  for  Israeli 
forces.   The  high  quality  of  Israeli  weapons,  its  advanced 
technology  and  the  willingness  to  provide  credit  are  attractive 
incentives. 

As  part  of  an  effort  to  break  its  international  isolation, 
Israel  has  provided  training  and  advisers  to  a  number  of  African 
states.   The  most  significant  military  relationship  had  been  with 
South  Africa,  but  the  current  status  of  that  relationship  is 
unknown  given  the  changing  political  situation  inside  that 
country. 

Israel  is  attempting  to  establish  cooperative  relations  with 
states  of  the  former  Warsaw  Pact.   It  is  offering  to  refurbish 
their  military  equipment,  such  as  MiG-21  aircraft.   Such  deals 
benefit  Israel's  military  industries  and  allow  Israel  to  gain 
further  insight  into  the  technology  held  by  neighbors  whose 
equipment  inventories  were  provided  by  former  Eastern  bloc 
states. 


QUESTION  6:   The  U.S.  spend  $133  million  for  the  Arrow 
experiments  program  from  1988  to  1992.   The  Arrow  Continuation 
Experiments  (ACES)  program  began  in  July  1991  and  is  scheduled  to 
end  in  April  1995. 

—   To  date,  how  much  has  the  U.S.  spent  on  the  Arrow 
Continuations  Experiments  (ACES)? 

Is  it  accurate  that  the  ACES  program  is  expected  to 
spend  approximately  $261  million  by  completion? 

Do  you  still  plan  to  terminate  this  program  by  April 
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1995? 

—   What  has  the  Arrow  program  achieved  to  date? 

ANSWER  6: 

To  date  through  FY  1994,  ACES  total  direct  costs  to  the  U.S. 
have  been  $209.6  million  for  the  prime,  fixed  price  contract  in 
Israel  and  for  the  U.S.  technical  support  from  the  Army  ARROW 
Project  Office  in  Huntsville,  Alabama.   There  are  also  indirect 
costs  that  are  being  funded  through  Foreign  Military  Financing 
(FMF) .   To  date,  these  FMF-funded  indirect  costs  for  ACES  have 
totaled  $63  million;  based  upon  the  U.S. -Israel  ACES  Memorandum 
of  Agreement,  they  are  not  to  exceed  $90  million  at  the  end  of 
the  program. 

The  total  direct  cost  to  the  U.S.  for  the  ACES  program  prime 
contract  and  for  the  U.S.  technical  support  is  expected  to  be 
$257  million,  as  reported  in  the  ARROW  System  Report  to  Congress, 
dated  April  1,  1994.   Since  the  ACES  prime  contract  is  a  fixed 
price  contract,  Israel  would  be  responsible  for  any  additional 
costs  that  may  result  from  technical  or  schedule  problems. 

The  ACES  prime  contract  is  currently  scheduled  to  terminate 
by  April  1995.   The  U.S.  has  received  no  request  from  the  Israeli 
Ministry  of  Defense  to  extend  the  contract.   If  there  were  a 
request  for  extension,  it  would  be  a  no-cost  extension  to  the 
fixed  price  contract. 

The  ARROW  program  has  achieved  validated  designs  for 
critical  subsystems  of  a  tactical  ballistic  missile  interceptor. 
The  ARROW  program  has  provided  Israel  with  sufficient  confidence 
that  it  is  developing  with  its  own  funds  the  accompanying  radar 
and  battle  management/ fire  control  elements  for  the  ARROW  system. 
The  ARROW  program  has  provided  timely  data  to  the  U.S.  Theater 
Missile  Defense  (TMD)  programs  that  has  helped  us  avoid  costs 
that  would  be  incurred  from  selecting  ultimately  unworkable 
options. 

The  first  four  ARROW  I  test  flights  occurred  during  the 
ARROW  Experiments  Project  which  started  in  1988.  Each  flight 
added  to  the  Israeli  database  and  enabled  improvements  to  the 
interceptor  subsystems.  Extensive  missile  performance  flight 
data  validated  the  aerodynamic  and  flight  control  designs  for 
this  pre-prototype  interceptor.  This  data  was  made  available 
through  the  Army  ARROW  Project  Office  to  U.S.  TMD  programs  in 
order  to  provide  technical  options  for  U.S.  designs. 

In  1991,  the  ARROW  Continuation  Experiments  (ACES)  Program 
started  with  plans  for  four  additional  ARROW  I  test  flights  to  be 
followed  by  seven  tests  of  the  downsized,  tactical  prototype,  the 
ARROW  II  interceptor.   The  first  two  ARROW  I  flight  tests 
demonstrated  successful  guidance  and  control  that  maneuvered  the 
interceptor  close  enough  to  its  target  that  a  kill  should  have 
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been  achieved,  but  the  ARROW  I  fuse  did  not  work  in  either  test. 
Another  ARROW  I  intercept  test  is  planned  early  this  summer.   A 
new  fuse  and  a  new  warhead  have  been  designed  for  the  ARROW  II 
interceptor.   This  warhead,  along  with  the  new  propulsion  stages 
for  ARROW  II,  have  been  successfully  demonstrated  in  tests.   All 
of  this  data  has  been  transferred  to  U.S.  TMD  programs  on  a 
regular  basis. 

QUE8TI0M  7:   What  is  the  status  of  the  Defense  Security 
Assistance  Agency's  negotiations  with  the  Government  of  Israel 
on  Direct  Commercial  Contracting? 

•  What  "exceptions"  is  the  United  States  prepared  to 
offer  Israel  with  respect  to  DCC  financing? 

•  What  percentage  of  Israel's  FMF  assistance  is 
currently  dedicated  to  DCC  financing? 

•  Under  terms  of  the  new  agreement,  what  percentage 
of  Israel's  FMF  assistance  will  be  dedicated  to 
DCC  financing? 

ANSWER  7: 

The  Defense  Security  Assistance  Agency  (DSAA)  is  not 
"negotiating"  with  the  government  of  Israel  (GOI)  on  this 
subject.   It  has  met  with  the  GOI  on  numerous  occasions,  however, 
to  discuss  Israel's  desire  to  continue  to  use  Foreign  Military 
Financing  for  Direct  Commercial  Contracts.   DSAA  has  taken  the 
GOI's  concerns,  as  well  as  those  of  other  eligible  countries  and 
industry,  into  account  in  preparing  the  options  currently  being 
used  to  brief  interested  Congressional  staff.   Once  consultations 
have  been  completed,  the  results,  with  recommendations  on  how  to 
proceed,  will  be  forwarded  to  the  Secretary  of  Defense  for  his 
decision. 

The  options  being  considered  are: 

(1)  discontinuing  the  use  of  FMF  for  DCC; 

(2)  approving  the  continued  use  of  FMF  for  DCC  on  an 
exceptional  basis;  and 

(3)  allowing  use  of  FMF  for  CDD  as  before. 

If  the  second  option  were  adopted,  all  eligible  countries 
would  be  permitted  the  use  of  FMF  for  DCC  for  the  procurement  of 
unique/non-standard  systems,  for  various  transportation-related 
services,  and  in  instances  when  the  Foreign  Ministry  Sales  system 
could  not  satisfy  the  requirement. 

In  addition  to  the  $475  million  that  Israel  is  permitted  to 
use  for  off-shore  procurement  in  Israel,  approximately  $600 
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million  for  33%  of  Israel's  $1.8  billion  FMF  program  is  currently 
used  for  DCC. 

The  portion  of  Israel's  annual  FMF  grant  dedicated  to  DCC 
will  vary  between  zero  and  33%  depending  upon  which  option  is 
adopted. 


III.  EGYPT 

QUESTION  1:   What  is  the  primary  threat  facing  Egyptian 
security  today? 

o  Sudan? 

o  Libya? 

o  Other  Countries? 

o  Internal  threats? 

—   What  is  the  nature  of  that  threat  and  how  has  it 
changed  in  the  last  year? 

ANSWER  1: 

The  primary  security  threat  to  Egypt  is  internal.   Radical 
Islamic  fundamentalist  groups  have  tried  to  disrupt  Egypt's 
economy  and  secular  government  by  terrorist  actions  against 
governmental  officials  and  by  threats  to  the  tourist  industry. 
Recent  government  successes  against  these  groups,  and  economic 
and  potential  political  reforms,  provide  considerable  optimism 
that  the  government  will  continue  to  successfully  meet  this 
security  challenge  over  the  long  run. 

Egypt's  .primary  external  threat  is  the  disruption  of  the 
waters  of  the  Nile.   Egypt  receives  nearly  all  of  its  fresh  water 
from  the  Nile,  which  flows  from  the  highlands  of  East  Africa 
through  Sudan.   As  a  conseguence,  the  government  of  Egypt 
supports  a  unified  Sudan.   Nevertheless,  a  hostile  regime  in 
Khartoum,  which  tacitly  supports  radical  fundamentalists  in 
Egypt,  remains  a  major  concern  for  Cairo.   Fortunately,  the 
Egyptian  Armed  Forces  are  more  than  capable  of  handling  any 
potential  threat  by  the  Sudanese  Army. 

Libya  borders  Egypt's  western  frontier,  but  is  not  now 
considered  a  major  threat  to  its  security.   However,  the 
potential  development  of  Libyan  medium-range  ballistic  missiles 
poses  a  major  concern  for  Cairo.   The  government  of  Egypt  would 
like  to  see  a  stable,  thriving  Libyan  economy  as  a  source  of 
employment  for  Egyptian  workers. 

In  the  long  run,  the  government  of  Egypt  fears  the 
development  of  a  strong  Iran  as  a  regional  threat.   Iran  could 
use  its  modern  diesel  submarines  to  threaten  the  critical  Bab  al 
Mandeb  strait  or  the  Suez  Canal.   However,  Iran  today  lacks  the 
capability  to  deploy  and  support  these  submarines  so  far  from 
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their  home  ports.   As  long  as  U.S.  and  other  western  naval  forces 
maintain  a  presence  in  the  region,  the  Iranian  submarines  do  not 
pose  a  serious  threat. 

QUESTION  2:   What  major  defense  equipment  do  you  see  Egypt 
seeking  procurement  for  in  Fiscal  Year  1995? 

—  Will  the  Egyptians  be  eligible  to  procure  on  a  grant 
plus  upgrade  basis  additional  F-16A/B  aircraft  that  are 
now  be  considered  for  such  purposes? 

—  If  so,  how  and  where  will  Egypt  find  the  monies  to 
allocate  to  such  potential  purchases? 

—  What  advanced  weapons  systems  do  you  see  Egypt  seeking 
the  procurement  of  in  Fiscal  Year  1995? 

over  the  next  five  years? 

—  What  weapons  systems  will  Egypt  seek  to  procure  through 
Excess  Defense  spigots  in  Fiscal  Year  1995? 

AK8WER  2: 

Egypt's  FY  1995  program  will  emphasize  the  completion  of 
existing  programs  such  as  the  MlAl  tank  program,  the  PEACE  VECTOR 
IV  F-16C/D  procurement,  APACHE  helicopters  and  KNOX  class 
frigate,  and  follow-on  support.   Projected  major  equipment  sales 
in  support  of  on-going  programs  include:  March  82  and  84 
conventional  bombs,  SH-2G  helicopters,  TOW  launchers  and 
missiles,  LANTIRN  navigation  and  targeting  pods  and  M113A2 
armored  personnel  carriers.   The  initiation  of  significant  new 
programs  will  be  postponed  until  FY  1996. 

Egypt  will  be  eligible  to  procure  additional  F-16A/B 
aircraft  on  a  grant-plus-upgrade  basis  as  they  become  available. 
If  Egypt  elects  to  purchase  these  aircraft,  a  Foreign  Military 
Sales  would  not  be  offered  before  FY  1996.   If  offered  and 
accepted,  we  anticipate  such  a  case  would  be  paid  for  with  grant 
Military  Financing. 

The  government  of  Egypt  has  not  officially  released  a  new 
five  year  defense  plan  for  FY  1996-2000.  Discussions  with  the 
government  of  Egypt  and  the  FY  1995  White  Paper,  however,  have 
highlighted  the  following  priorities: 

PEACE  VECTOR  V  (both  F-16  and  F-15  aircraft  are  being 
considered) ; 

—  fast  attack  missile  patrol  boats; 

—  land-based  anti-ship  missile  mobile  launchers; 

—  SEA  SPARROW  shipboard  anti-air  defense  system  upgrade; 
diesel  submarines; 

communications  network  integration; 
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CH-47  helicopter  upgrade;  and 
additional  APPACHE  helicopters. 

The  government  of  Egypt's  FY  1995  White  Paper  included  a 
request  for  the  following  equipment  as  grant  Excess  Defense 
Articles  if  available: 

TOW  anti-armor  missiles  and  launchers; 

TOW-2  support; 

HAWK  air  defense  system  Phase  III; 

CHAPARRAL  air  defense  missiles; 

STINGER  air  defense  missiles; 

HARPOON  anti-ship  missiles; 

C-130  aircraft; 

F-16  aircraft; 

ammunition  and  spare  parts  for  F-16  and  F-4  aircraft; 

KC-135  aircraft; 

anti-submarine  warfare  helicopters; 

mine  hunters; 

—  fast  attack  patrol  boats; 

conventional  surface  naval  vessels  (frigates) ; 

—  night  vision  goggles; 
AN/TPQ-3  6  counter  mortar  radars; 

high  mobility  multi-purpose  wheeled  vehicles  (HMMWVs) ; 

M113  armored  personnel  carriers; 

70-ton  heavy  equipment  transports; 

M88  recovery  vehicles;  and 

M60A3,  M60A1,  M113  and  M88  spares. 

QUESTION  3:   Egypt's  five  year  defense  plan  indicates  that 
Egypt  will  continue  to  seek  advanced  fixed  winged  aircraft  from 
the  United  States  to  replace  older  Soviet  aircraft,  as  well  as 
other  advanced  weapons  systems. 

Is  this  accurate? 

—   What  aircraft  have  the  Egyptians  expressed 
interest  in? 

How  can  they  pay  for  such  a  major  purchase? 

What  other  weapons  advanced  weapons  systems  does  Egypt 
have  on  its  so  called  "wish  list?" 

Will  Egypt  seek  the  procurement  of  these  systems 
through  regular  direct  or  commercial  FMF  agreements  or 
through  EDA  spigots? 

AM8WER  3: 

Egypt  has  not  officially  released  a  new  five  year  defense 
plan  for  FY  1996-2000.   The  FY  1995  White  Paper  did  discuss  the 
replacement  of  aging  Soviet  equipment,  however.   The  government 
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of  Egypt  has  discussed  the  purchase  of  upgraded  F-16A/Bs  as  sales 
from  stock,  new  production  F-16C/Ds  and  F-15  aircraft.  They  have 
also  expressed  interest  in  additional  C-130  aircraft. 

We  do  not  expect  the  government  of  Egypt  to  pursue 
additional  fixed  winged  aircraft  sales  prior  to  FY  1996.   We 
would  expect  any  future  program  to  be  offered  as  a  grant-funded 
Foreign  Military  Sales  case. 

As  indicated  above,  the  new  five  year  plan  for  FY  1996-2000 
has  not  been  released.   The  current  five  year  plan,  FY  1991-1995, 
emphasizes  on-going  programs  rather  than  major  new  initiatives. 
The  government  of  Egypt  has  historically  made  grant-funded 
purchases  of  major  weapons  systems  primarily  through  government- 
to-government  FMS  cases.   This  practice  will  continue. 
Additionally,  many  of  the  items  requested  as  grant  Excess  Defense 
Articles  in  the  FY  1995  White  Paper  are  not  excess  at  this  time. 

QUESTION  4:   What  are  the  current  levels  of  U.S.  government- 
to-government  sales  and  U.S.  commercial  sales  to  Egypt? 

—  Do  we  have  a  preference  as  to  how  we  do  business  with 
Egypt  --  commercial  or  government-to-government? 

If  so,  what  is  that  preference? 

—  Are  commercial  sales  to  Egypt  growing,  about  the  same, 
or  in  decline? 

—  What  weapons  systems  are  currently  in  the  commercial 
pipeline? 

the  direct  government-to-government  pipeline? 

—  Is  Egypt  capable  of  meeting  their  fiscal  liabilities 
for  all  of  these  sales? 

ANSWER  4: 

Our  total  grant-funded  program  for  Egypt  has  been  78% 
government-to-government  sales,  i.e.  FMS  cases,  and  22%  direct 
commercial  sales.   We  encourage  Egypt  to  use  the  FMS  program  to 
procure  standard  Department  of  Defense  articles  and  services. 
The  dollar  value  of  grant-funded  direct  commercial  contracts  for 
Egypt  has  been  on  the  decline  since  FY  1990. 

Direct  commercial  contract  sales  currently  underway  in 
varying  stages  of  production  or  delivery  include  coastal  mine 
hunger  vessels;  the  ROMEO  class  submarine  upgrade;  and  a 
communications  network.   Currently  open  government-to-government 
sales,  i.e.  FMS  cases,  include  the  following  major  weapon 
systems:   PEACE  VECTOR  IV  F-16C/D  aircraft,  APPACHE  helicopters, 
MlAl  tank  co-production,  lease  of  KNOX  class  frigates  and  KNOX 


544 


facilities  support. 

We  are  confident  of  the  government  of  Egypt's  ability  to 
meet  its  financial  obligations  for  these  programs. 

QUESTION  5:   Is  Egypt  still  seeking  agreement  to  an  offshore 
procurement  account  similar  to  that  of  Israel's? 

Vfhat  is  the  U.S.  response  to  that  request? 

—   What  level  of  offshore  procurement  is  Egypt  seeking  to 
obtain? 

What  is  the  total  value  of  direct  offsets  that  the 
United  States  has  agreed  to  with  Egypt  with  respect  to 
the  U.S.  FMF  assistance  program  for  Egypt? 

—  The  anticipated  total  for  Fiscal  Year  1994? 

What  other  types  of  agreements  is  Egypt  seeking  from 
the  United  States  with  regard  to  military  procurement 
and  coproduction? 

ANSWER  5: 

The  government  of  Egypt  remains  interested  in  being 
permitted  to  make  off-shore  procurements  with  its  grant  Military 
Financing  in  a  manner  similar  to  that  which  Israel  is  permitted. 

The  Department  of  Defense  has  not  approved  the  government  of 
Egypt's  request.   The  FY  1995  White  Paper  included  a  request  for 
limited  off-shore  procurement  in  the  amount  of  $125  million.   DOD 
agreed  to  authorize  up  to  $80  million  in  direct  offsets  for 
Egypt.   However,  only  $67.2  million  was  actually  approved.   We 
have  not  approved  any  direct  offsets  this  fiscal  year  to  date, 
but  we  are  reviewing  a  request  for  $1.7  million. 

While  we  have  had  no  official  requests,  the  government  of 
Egypt  is  understood  to  be  interested  in  procurement  and  co- 
production  agreements  for  co-production  of  the  Egyptian  infantry 
fighting  vehicle;  upgrade  of  its  M113A2  armored  personnel 
carriers;  and  co-production  of  a  global  positioning  system. 

QUESTION  6:   What  is  the  status  of  ongoing  major  U.S.- 
Egyptian procurement  programs? 

What  is  the  current  status  of  the  previously  approved 
Ml-Al  coproduction  agreement  with  Egypt? 

—  When  will  that  program  be  completed? 

What  letter  grade  to  you  give  to  that  program  at 
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this  time? 

—   What  steps  should  be  taken  to  improve  this  program 
at  this  time? 

What  are  the  estimated  cost  overruns  for  that 
program? 

When  will  the  Egyptians  seek  approval  for 
additional  production  to  replace  older  U.S.  tanks 
such  as  the  M60-A3? 

ANSWER  6: 

Major  on-going  U.S. -Egyptian  procurement  programs  include: 

PEACE  VECTOR  IV:  delivery  of  46  each  F-16C  and  D  model 
aircraft  started  in  April  1994  and  expected  to  be 
completed  by  July  1995; 

—   APACHE  attack  helicopter  program:  delivery  of  24 

helicopters  started  in  April  1994  and  expected  to  be 
completed  by  September  1994; 

Lease  of  KNOX  class  frigates:  the  ships  will  be  "hot 
ship"  transferred,  i.e.  immediately  upon 
decommissioning  from  the  U.S.  Navy,  in  July  1994; 

Coastal  mine  hunter  vessels:  final  in-country 
acceptance  of  three  vessels  from  a  direct  commercial 
contract  scheduled  for  February  1995. 

The  first  co-produced  MlAl  tanks  rolled  off  the  Egyptian 
assembly  line  in  July  1992.  Tank  production  status  as  of  May 
1994: 

165  MlAl  tanks  assembled; 

83  tanks  transferred  to  the  Egyptian  Army; 

33  tanks  inspected  and  accepted  by  the  Army  and 

awaiting  transfer;  and 

39  awaiting  acceptance  inspection. 

The  co-production  program  consists  of  6  incremental 
production  increments.   Egyptian  involvement  increases  with  each 
new  batch.   Increments  1  and  2  went  well;  the  program  has  entered 
increment  3  and  is  progressing  as  planned.   We  do  not  believe 
that  any  corrective  actions  are -necessary  at  this  time  to  improve 
the  program.   There  are  no  estimated  cost  overruns. 

The  government  of  Egypt  is  not  planning  to  replace  its  M60A3 
tanks  at  this  time  and  has  elected  to  purchase  additional 
quantities  from  U.S.  Army  stocks. 

IV.   JORDAN 
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QUESTION  1:   Has  Jordan  expressed  any  interest  in  obtaining 
access  to  U.S.  excess  defense  equipment? 

If  so,  what  type  or  types  of  equipment  have  they 
expressed  an  interest  in  procuring? 

What  other  countries  —  if  any  —  provide  Jordan  with 
foreign  military  assistance? 

ANSWER  l: 

As  an  eligible  recipient  of  non-lethal  excess  defense 
articles  on  a  grant  basis  under  Section  519  of  the  Foreign 
Assistance  Act,  Jordan  has  requested  tactical  wheeled  vehicles  of 
various  types.   To  date,  825  vehicles  have  been  identified  and 
notified  to  Congress  for  transfer  to  Jordan.   During  the  January 
1994  meeting  of  the  U.S. -Jordan  Joint  Military  Commission,  Jordan 
expressed  an  interest  in  also  obtaining  additional  vehicles,  test 
equipment  for  existing  U.S. -origin  weapons  systems,  ammunition, 
engineering  equipment,  medical  supplies,  border  security 
equipment,  C-130  transport  aircraft  and  UH-60  utility 
helicopters.   Very  few  of  these  items  have  been  declared  excess 
by  the  U.S.  Military  Departments. 

Jordan  has  no  military  production  capability  and  must  import 
all  of  its  military  equipment.   Most  of  its  equipment,  training 
and  doctrine  come  from  the  U.S.  and  the  UK.   However,  Jordan  did 
purchase  Soviet  air  defense  systems  during  the  1980s  and  a 
handful  of  Commonwealth  of  Independent  States  personnel  serve  at 
Jordan's  Air  Defense  School.   France  sole  Mirage  Fl  fighters  to 
Jordan  during  the  1980s  and  a  few  French  personnel  are  still 
stationed  in  Jordan  to  support  that  program.   Pakistan  has  a 
small  number  of  military  medical  personnel  serving  in  Jordan.   In 
the  past,  Jordan  paid  for  much  of  its  military  equipment  with 
Gulf  Arab  subsidies  and,  in  return,  provided  military  training  in 
Jordan  or  in  the  donor  countries.   As  a  result  of  Jordan's 
position  during  and  since  the  Gulf  War,  however,  that  assistance 
has  virtually  disappeared. 

QUESTION  2:   What  threat  is  this  modest  level  of  U.S.  FMF 
assistance  to  Jordan  designed  to  offset  and  defer? 

What  is  the  primary  threat  to  Jordan's  security  today? 

•  Syria? 

•  Iran? 

•  Iraq? 

•  the  PLO? 

Can  you  describe  the  nature  of  the  threat  Jordan  faces? 
How  have  these  threats  changed  in  recent  years? 
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ANSWER  2; 

A  portion  of  this  response  is  classified.   The  following  was 
submitted  for  the  record: 

The  threat  to  Jordan's  security  has  shifted  from  a  direct 
Arab-Israeli  conflict  to  a  confrontation  between  pro-  and  anti- 
peace  factions.   Radical  groups  may  attempt  to  disrupt  the  peace 
process  through  terrorist  actions  both  inside  Jordan  and  against 
Israel  launched  from  bases  in  Jordan. 


V.    LEBANOH 

QUESTION  1:   What  is  the  status  of  military  reconstruction 
in  Lebanon? 

—  How  many  troops  are  there  in  the  Lebanese  armed  forces 
(LAF)  now? 

—  Do  you  know,  roughly  what  the  confessional  composition 
of  the  LAF  is  now? 

How  are  its  troops  deployed  throughout  Lebanon  —  that 
is,  how  many  troops  in  what  areas? 

—  To  what  extent  is  the  central  government  in  control  of 
Lebanese  territory? 

—  What  is  the  status  of  the  effort  to  disarm  the 
militias? 

Are  militia  forces  being  integrated  into  the  LAF? 

ANSWER  l: 

The  response  to  this  question  is  classified. 

QUESTION  2:   Last  year,  the  Administration  requested,  and 
Congress  approved  the  provision  of  a  limited  amount  of  lethal 
excess  defense  articles  (EDA)  to  Lebanon  to  be  used  for  the 
training  of  the  Lebanon's  indigenous  police  force. 

What  articles  are  being  supplied  in  FY  '94? 

—  What  is  the  total  value  of  these  articles? 

—  What  is  the  purpose  of  the  training  program  in  which 
they  are  being  used? 

Is  the  training  program  currently  ongoing? 

How  long  is  the  training  program  slated  to  continue? 


548 


—   What  assurances  have  we  sought  and  received  from  the 
Lebanese  government  regarding  accountability  for 
defense  material  provided  by  the  U.S.? 

Does  the  Administration  have  plans  to  provide  any  EDA 
to  Lebanon  in  FY  1995? 

ANSWER  2: 

The  police  function  in  Lebanon  is  performed  by  the  Internal 
Security  Forces  (ISF)  under  the  Ministry  of  Interior.   The 
Department  of  Defense  is  prohibited  by  Section  660  of  the  Foreign 
Assistance  Act  of  1961,  as  amended,  from  providing  assistance  to 
police  forces.   The  LAF,  in  fulfilling  its  internal  security 
mission,  does  perform  some  constabulary  responsibilities  in 
contested  areas,  such  as  establishing  and  manning  checkpoints  and 
searching  for  arms  caches.   Its  duties,  however,  are  aimed  at 
regaining  control  of  the  country,  not  law  enforcement.   All 
Foreign  Military  Sales  assistance  has  been  provided  to  the  LAF 
and  not  the  ISF. 

DOD  has  not  supplied  Lebanon  with  lethal  EDA.   The  only 
"lethal"  equipment  transfers  have  been  sales  from  stocks  under 
the  authority  of  Section  21  of  the  Arms  Export  Control  Act  (i.e. 
displaced  equipment  from  Europe,  the  M113  armored  personnel 
carriers  and  associated  spare  parts,  which  were  not  EDA) . 

While  Lebanon  became  eligible  to  receive  non-lethal  grant 
EDA  under  Section  519  of  the  Foreign  Assistance  Act  of  1961,  as 
amended,  in  December  1993  all  EDA  that  has  been  provided  to  date 
has  been  purchased  by  the  LAF  using  Lebanon's  national  funds. 
Deliveries  of  non-lethal  EDA  were  resumed  in  FY  1993  as  shown 
below: 

Delivered  in  1993:  vehicles,  trailers,  uniforms,  tents, 
cots,  lawnmowers,  tires,  exercise  equipment. 

Total  current  value:  $775,000 

Delivered  in  1994;  vehicles. 

Total  current  value:  $18,000 

In  Process:  vehicles,  bridge  boats,  boat  cradles, 
vehicle  spare  parts,  tools,  binoculars,  communications 
equipment,  mine  detectors,  cots,  air  conditioners, 
distribution  boxes. 

Total  current  value:  $9,900,000 

The  Department  of  Defense,  as  noted  above,  is  prohibited 
from  providing  assistance  to  police  forces  and  does  not 
participate  in  any  training  activity  with  the  Internal  Security 
Forces,  Lebanon's  indigenous  police  force.   Neither  does  DOD 
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conduct  any  training  for  the  Lebanese  Armed  Forces  in  Lebanon. 
Lebanon  has  been  a  participant  in  the  International  Military 
Education  and  Training  (IMET)  program,  and  funds  are  requested  to 
permit  continued  participation  under  the  Direct  Training 
programming  in  FY  1995.   Through  IMET,  we  will  help  fill  gaps  in 
military  training  and  management  skills  which  hamper  the 
effectiveness  and  efficiency  of  the  LAF,  while  at  the  same  time 
providing  a  counterweight  to  the  non-Lebanese  presence  in  the 
country,  many  of  whom  are  competing  with  the  central  government 
to  provide  public  services.   Under  both  programs,  students  attend 
U.S.  service  schools,  technical  military  training  courses  and 
defense  management  courses.   The  IMET  program  for  Lebanon  was 
resumed  in  FY  1993.   The  actual  IMET  funding  level  for  FY  1993 
was  $576,000  with  40  students  trained;  for  FY  1994,  the  estimate 
is  $300,000  for  21  students.   The  FY  1995  request  for  Direct 
Training  is  $400,000  for  27  students. 

The  Department  of  State  obtains  assurances,  in  accordance 
with  Section  505  of  the  Foreign  Assistance  Act  of  1961  as 
amended,  prior  to  DOD  establishing  grant  aid  relations  with  a 
country.   For  FMS,  assurances  on  end  use  and  retransfer  of 
defense  articles  and  services  purchased  from  DOD  are  included  in 
each  sales  contract  (Letter  of  Offer  and  Acceptance) . 
Additionally,  Congress  approved  the  resumption  of  non-lethal  to 
Lebanon  with  the  understanding  that  DOD  must  certify  that  all 
U.S.  equipment  is  accounted  for  and  being  used  by  the  LAF  for  its 
intended  purpose.   The  Subcommittee  on  Foreign  Operations  of  the 
House  Committee  on  Appropriations  specifically  asked  for  and 
received  an  audit  within  six  months  of  the  first  equipment 
deliveries  in  May  1993.   Since  then,  the  LAF  provides  our  Defense 
Attache  a  continually  updated  list  of  equipment  by  type  and  unit 
of  assignment  and  the  U.S.  Attache  conducts  random  spot  checks 
approximately  twice  monthly.   No  discrepancies  have  been  found  to 
date. 

The  LAF  has  proposed  a  three-year  rebuilding  plan  and  hopes 
to  obtain  as  many  of  its  requirements  as  possible  through  non- 
lethal  grant  under  Section  519.   The  Administration  reviews  each 
request  on  a  case-by-case  basis  based  on  the  military  mission, 
the  security  situation  and  the  regional  political  context. 
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SUPPLEMENTAL  QUESTIONS  SUBMITTED  BY 

THE  SUBCOMMITTEE  ON  EUROPE  AMD  THE  MIDDLE  EAST 

TO  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

AND  RESPONSES  THERETO 

APRIL  13,  1994  HEARING 
U.S.  FOREIGN  ASSISTANCE  TO  THE  MIDDLE  EAST 


I.    GENERAL  QUESTIONS 

QUESTION  l:   Your  Fiscal  Year  1995  request  for  U.S. 
assistance  to  Yemen  is  $12,356  million.   This  includes  $10,575 
million  in  development  assistance  and  $1,781  million  for  the 
Peace  Corps.   While  this  request  represents  an  increase  of  over 
$4  million  —  or  nearly  a  doubling  —  in  U.S.  assistance  to  Yemen 
over  last  year,  it  falls  far  short  of  our  pre-Gulf  war  funding 
level  of  $49  million  in  FY  1990. 

How  did  you  determine  this  request  for  Yemen? 

—   Why  the  increase  in  your  request  for  Yemen  this  year? 

What  are  the  trends  in  Yemen  today? 

How  concerned  are  you  that  renewed  violence  in  Yemen 
following  the  failure  to  implement  the  February  20 
reconciliation  agreement  will  threaten  the  Peace  Corps 
presence  in  that  country? 

ANSWER  2: 

Our  FY  1990  level  of  assistance  was  sharply  curtailed  with 
Yemen's  failure  to  support  UN  efforts  to  liberate  Kuwait.   Only 
slowly  since  the  end  of  the  war  have  we  begun  to  resume  even  a 
low  level  of  assistance  to  this,  the  poorest  state  on  the  Arabian 
Peninsula.   With  democratic  and  free  elections  last  fall,  the 
U.S.  government  had  decided  to  increase  our  level  of  support  to 
help  strengthen  this  nation  in  its  efforts  at  unity,  democracy 
and  economic  reform. 

Tragically,  the  outbreak  of  civil  war  in  May  in  Yemen  has 
disrupted  the  development  assistance  and  Peace  Corps  programs  we 
had  in  place  for  FY  1994  and  had  planned  to  expand  in  FY  1995. 
We  hope  this  is  temporary  and  that  there  will  soon  be  a  cessation 
of  hostilities. 


QUESTION  2:  Your  FY  1995  request  for  Near  East  Regional 
funds  is  $6  million.  This  represents  a  decline  of  $3  million 
from  Fiscal  Year  1994  ($9,748  million). 

My  question  is:   What  is  the  planned  use  for  the  FY 
1995  Near  East  Regional  Funds? 
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What  does  the  slight  decline  in  your  request  for  Near 
East  Regional  funds  reflect? 

What  were  these  funds  used  for  in  Fiscal  Year  1994? 

—   How  much  of  these  funds  go  to  support  regional 
government  and  democracy  programs? 

How  much  goes  to  support  the  Near  East  Regional 
Human  Rights  Program? 

What,  if  any,  other  programs  are  funded  from  this 
account? 

ANSWER  2: 

The  explanatory  notes  in  the  FY  1995  Congressional 
Presentation  (CP)  indicate  that  country  totals  include 
attributions  from  regional  or  central  funds  for  programs  that  are 
directed  to  a  particular  country. 

The  FY  1995  Near  East  Regional  request  of  $6,005  million  in 
the  CP  Summary  Tables  represents  the  Sustainable  Development 
Assistance  (SDA)  non-country  attributed  level.   The  total  Near 
East  Regional  SDA  request  for  FY  1995  is  $11,450  million  of  which 
$5,445  million  has  been  attributed  to  countries  in  the  Near  East 
region.   In  addition,  $12.0  million  of  Near  East  Regional 
Promoting  Peace  (PP)  funds  were  requested.   All  these  funds  have 
been  attributed  to  specific  Near  East  countries.   The  total  FY 
1995  Near  East  Regional  figure  in  the  CP  excludes  $4,290  million 
of  Development  Assistance  (DA)  funds  which  were  attributed  to 
specific  Near  East  countries.   For  FY  1994,  the  Near  East 
Regional  DA  and  ESF  estimated  obligations  total  $14,038  million. 

The  table  below  details  proposed  obligations  by  project  for 
FY  1995.   FY  1994  estimated  obligations  are  added  for  comparison 
purposes.   In  comparing  the  two  years,  it  can  be  seen  that  the  FY 
1995  proposed  request  for  Near  East  Regional  projects  has 
increased  by  $9,412  million. 

USAID  Near  East  Regional  Funding  ($000 ^s) 


Regional  Population  -  DA/SDA 

Water  Resources  -  DA/SDA 

Project  Development  and  Support  -  DA/SDA 

Democratic  Institutions  Support  -  DA/SDA 

Human  Rights  -  DA/SDA 

PRIDE  (Environment)  -  DA/SDA 

Socio-Economic  Studies  -  DA/SDA 

Israeli  Cooperative  Assistance  (SDP)  -  DA/SDA 


Est'd 

Prop'd 

FY  94 

FY   95 

2,200 

2,455 

500 

600 

1,980 

790 

2,500 

1,065 

300 

0 

2,000 

1,540 

250 

0 

I      0 

5,000 
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Middle  East  Peace  Talks  -  ESF/PP  1,000     5,000 

Middle  East  Regional  Cooperation  -  ESF/PP     7,000     7,000 

TOTALS ;  14,038     23,450 


II.   EGYPT 

QUESTION  l:   Your  Fiscal  Year  1995  request  for  Egypt  is 
$816.7  million  in  ESF  funds  and  $4,029  million  in  Development 
assistance. 

What  do  you  plan  to  spend  these  funds  on  in  FY  1995? 

How  much  do  you  expect  to  spend  on  private  sector  CIP 
programs? 

—  Is  it  accurate  that  there  was  no  public  sector  CIP 
in  FY  1994  and  that  this  program  has  now  been 
terminated? 

The  CIP  pipeline  was  $321.8  million  entering  FY 
1993.   What  is  it  today? 

What  percentage  of  the  assistance  will  be  provided  in 
sectoral  grants? 

How  do  you  plan  to  spend  the  project  assistance  you 
will  have  after  sectoral  grants  and  CIP  authorities  are 
used? 

—  How  much  money  will  be  needed  for  funding  ongoing 
projects? 

How  many  ongoing  projects  will  you  fund  with  this 
money? 

What  will  you  spend  on: 

infrastructure? 
technology  transfer? 
increased  productivity? 
improving  the  quality  of  life? 

AKSWER  l: 

The  major  components  of  our  economic  assistance  program 
continue  to  be  policy  reform,  $250  million;  Commodity  Import 
Program,  $200  million;  infrastructure,  approximately  $212 
million;  and  technical  assistance  project  support,  approximately 
$158  million. 

In  keeping  with  USAID's  mandate  to  promote  private  sector 
development,  the  public  sector  Commodity  Import  Program  (CIP)  is 
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being  phased  out.   New  funding  will  support  the  private  sector 
CIP. 

The  CIP  pipeline  has  been  reduced  to  approximately  $150.1 
million  as  of  March  31,  1994.   It  should  be  noted  though  that 
there  is  less  demand  now  for  the  CIP  since  foreign  exchange  is 
readily  available  to  local  firms. 

The  percentage  of  assistance  to  be  provided  in  sectoral 
grants  in  FY  1995  is  30.5%  of  the  total  request  of  $820.7 
million.   This  assistance  is  composed  of  the  Sector  Policy  Reform 
program  ($200  million)  and  the  Agricultural  Policy  Reform  program 
($50  million) .   The  Sector  Policy  Reform  program  address  policy 
reforms  in  the  fiscal,  financial,  trade  and  enterprise  sectors. 

Planned  Uses  for  FY  1995  Request  ($  millions) 

Sector  Policy  Reform  $250.0 

Commodity  Import  Program  200.0 

Infrastructure  212.5 

Private  Enterprise  28.5 

Agriculture  35.6 

Human  Resources  57 . 0 

Environment  15.1 

Governance  7 .  o 

Technical  Cooperation  and  Feasibility  Studies  10.0 

Regional  Funded  Activities  1.7 

Population  3 . 3 

TOTAL:  $820.7 

Approximately  $260  million  will  be  used  to  fund  17  on-going 
projects.   We  estimate  that  $212.5  million  of  the  FY  1995  funds 
will  support  infrastructure  development,  and  $420  million  will 
support  technology  transfer. 

Most  of  the  FY  1995  funds  will  contribute  to  increased 
productivity  and  improved  quality  of  life  over  time. 

QUESTION  2:   What  will  be  the  focus  of  your  sectoral  grants 
for  Egypt  in  FY  1994? 

What  reforms  will  the  release  of  these  grants  be  tied 
to? 

—   Have  previous  sectorcil  grant  programs  been  successful 
in  attaining  the  desired  reforms  in  the  relevant 
sectors? 

ANSWER  2: 

The  government  of  Egypt  (GOE)  is  currently  working  on 
meeting  USAID's  FY  1993  Sector  Policy  Reform  program,  which  was 
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agreed  to  in  September  of  1993. 
benchmarks  include: 


Illustrative  examples  of  program 


reduce  the  number  of  tariff  preferences  by  one-half; 

privatize  at  least  10  public  sector  or  joint  venture 
enterprises  worth  at  least  LE  500  million; 

—  take  the  actions  necessary  to  prepare  for  the 
implementation  of  the  general  sales  tax  at  the  retail 
level;  and 

removal  controls  on  fees  for  banking  services. 

In  addition,  the  GOE  is  working  on  meeting  benchmarks  of  the 
Agricultural  Sector  Policy  Reform  program.  Illustrative  examples 
include: 

eliminate  fertilizer  subsidies; 

—  eliminate  the  public  sector  monopoly  in  the  marketing 
of  seeds;  and 

—  privatize  some  of  the  GOE's  fertilizer  marketing 
activities. 

These  two  program  have  been  successful  in  assisting  the  GOE 
to  make  substantive  policy  reforms.   For  example,  the  GOE  has 
already  reduced  import  bans  and  trade  barriers;  brought  over  20 
government  firms  to  the  point  of  sale;  allowed  foreign  banks  to 
operate  in  domestic  banking;  and  has  made  major  reforms  in  the 
agriculture  sector  which  have  subsequently  led  to  significantly 
increased  production. 

QUESTION  3:   What  is  the  status  of  FY    94  sectoral  grants? 

How  much  of  the  FY  1994  funds  appropriated  for  Egypt 
have  been  released  thus  far  as  cash  transfers  and  how 
much  as  sectoral  grants? 

When  do  you  expect  to  be  able  to  release  the  remainder 
of  the  FY  1993  sectoral  grant  funds? 

ANSWER  3; 


A  total  of  $200  million  of  FY  1994  funds  is  proposed  for 
obligation  for  the  Sector  Policy  Reform  and  Agricultural  Policy 
Reform  programs  late  this  fiscal  year.   Assuming  satisfactory 
performance  in  meeting  the  existing  benchmarks  for  these  2 
programs,  the  balance  of  FY  1993  funds  in  these  2  programs  is 
expected  to  be  released  by  the  end  of  this  fiscal  year. 
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QUESTION  4:   As  of  January  1994,  the  size  of  the  economic 
aid  pipeline  for  Egypt  was  $1,828  billion.   This  represents  a 
decline  from  last  year's  figure  of  $2,136  billion,  but  the  same 
as  the  figure  of  two  years  ago. 

Can  we  expect  the  decreasing  pipeline  to  be  a  trend? 

Has  the  Administration  decided  on  the  amount  of  the 
rescission  that  will  come  out  of  the  Egyptian  pipeline? 

What  formula  is  used  to  determine  the  rescission 
amount? 

What  programs  in  Egypt  will  be  affected  by  this 
rescission? 

ANSWER  4: 

We  expect  the  decreasing  pipeline  to  be  a  trend.   However, 
the  decline,  on  average,  will  be  slight  —  about  $100  million  per 
year  —  depending  on  performance  of  the  GOE  in  meeting  policy 
reform  benchmarks. 

The  rescission  for  Egypt  will  be  $35  million.   This  figure 
is  a  reflection  at  the  size  of  the  Egypt  program  and  pipeline, 
the  required  amount  of  rescissions  worldwide  and  the 
Administration's  desire  to  minimize  the  affect  of  the  rescissions 
on  the  Egypt  program.   The  source  of  funds  for  the  rescission  is 
currently  under  discussion  with  the  GOE  and  will  likely  be  funds 
in  infrastructure  projects. 


III.  WEST  BANK  AND  GAZA 

QUESTION  1:   I  understand  that  at  the  January  donors  meeting 
in  Paris,  the  donor  community  responded  to  this  estimated 
Palestinian  budget  shortfall  by  establishing  a  mechanism  in  which 
donors  could  help  make  up  the  shortfall  in  one  of  two  ways: 

•  by  contributing  in  cash  to  a  World  Bank  trust  fund 
to  help  finance  start-up  costs;  or, 

•  by  directly  supporting  specific  projects  in  the 
Palestinian  budget,  including: 

—   accommodations  and  salaries  for  the  employees 
of  the  new.  administration; 

equipment  and  training  for  the  police  force; 

a  relief  works  program  for  workers  who  lost 
their  jobs  in  Israel;  and, 

rehabilitation  programs  for  released 
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detainees. 

—  Is  this  an  accurate  description  of  the  donor 
community's  response  to  the  budget  shortfall? 

—  What  is  your  assessment  of  this  effort  to  address 
Palestinian  budgetary  concerns? 

How  much  will  the  U.S.  contribute  to  the  World  Bank 
trust  fund? 

What  projects  will  the  U.S.  be  supporting  directly? 

—  Will  U.S.  contributions  to  the  Palestinian  budget  come 
out  of  the  $75  million  pledged  for  fiscal  year  1994? 

—  How  are  the  European,  Japanese,  and  Arab  donors 
contributing? 

—  How  much  has  been  amassed  in  the  trust  fund? 

—  How  will  the  World  Bank  disburse  the  funds  collected  in 
the  trust  fund  and  monitor  their  use? 

ANSWER  l: 

Your  description  of  the  donor  community's  response  to  the 
budget  shortfall  is  accurate.   While  it  would  be  premature  to 
offer  a  comprehensive  assessment  of  the  donor  community's  effort 
to  address  Palestinian  budget  concerns  before  the  Palestinian 
Authority  is  up  and  running,  I  think  the  trust  fund  is  a  workable 
means  of  responding  to  a  problem  whose  resolution  is  key  to  the 
advancement  of  the  peace  process.   Recently,  the  World  Bank  has 
reassessed  its  calculation  of  the  budget  shortfall,  and  has 
determined  that  the  initial  figure  of  $150  million  is  too  low. 
This  represents  a  real  challenge  to  the  international  donor 
community. 

The  U.S.  is  contributing  $10  million  this  fiscal  year  to  the 
World  Bank  Trust  Fund  for  start  up  costs,  in  addition  to  $5 
million  of  direct  support  for  the  Palestinian  police.   We  are 
also  considering  a  further  contribution  this  fiscal  year  to  the 
bank  Trust  Fund.   These  monies  do  not  directly  fund  projects  in 
the  Palestinian  budget.   The  U.S.  contributions  are  a  part  of  the 
$75  million  pledged  for  FY  1994. 

For  FY  1994,  the  combined  pledges  of  European  states  total 
$226  million;  Japan  pledged  $100  million  and  the  combined  Arab 
states  pledge  is  $164  million. 

The  Trust  Fund  has  amassed  $20  million  so  far.   The  World 
Bank  will  work  with  the  Palestinian  Economic  Council  on 
Development  and  Reconstruction  (PEDCAR)  to  disburse  and  monitor 
the  use  of  funds.   The  Bank  will  manage  the  fund,  but  hire  an 
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international  accounting  firm  to  screen  requests  for  payment  and 
oversee  disbursements,  as  well  as  an  auditing  firm  to  ensure 
accountability.   With  approval  from  the  donors,  the  Bank  will 
provide  assistance  in  tranches  after  receipt  of  satisfactory 
reports  from  the  accounting  firm. 

QUESTION  2:   The  pledge  of  $75  million  for  FY  1994,  made  at 
the  donors  conference  October  1,  1993,  at  the  beginning  of  the 
fiscal  year,  was  three  times  the  Administration's  original 
request  of  $25  million  for  FY  '94  assistance  to  the  West  Bank  and 
Gaza,  which  was  appropriated  by  the  Congress. 

Where  did  you  identify  the  remaining  $50  million  for  FY 
1994? 

Is  it  accurate  that  $15  million  of  this  are  unexpended 
West  Bank/Gaza  funds  carried  over  from  FY  1993? 

Where  did  the  other  $35  million  come  from? 

Have  you  now  identified  the  whole  amount? 

ANSWER  2; 

We  have  identified  assistance  resources  that  total  $75 
million  from  a  variety  of  sources.   The  $50  million  above  the 
original  request  was  obtained  from  ESF  and  DA  monies,  as  well  as 
PL-480  funds,  loan  guarantee  generations  and  some  other  Agency 
funds.   The  breakdown  is  as  follows: 

ESF:  $47  million 

$25  million  from  the  USAID  program 

$10  million  carryover  of  unexpended  1993  funds  (as 

opposed  to  the  $15  million  indicated  above 

$2  million  from  the  Middle  East  Regional 

Cooperation  Program  (MERC) 

$10  million  from  the  Department  of  State 

DA:  $22  million 

$10  million  from  the  USAID  program 

$10  million  from  the  USAID  Administrator's  reserve 

$2  million  from  the  Central  Project  fund 


Other 


$.4  million  from  USIA 

$3  million  from  Small  Business  Loan  Guarantees 

$.5  million  from  TDA 

$1.7  million  in  PL-480  Title  II  food  and 

transportation  resources 
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QDESTIOH  3:   Your  chart  showing  FY  1994  "estimated 
obligations"  shows  a  total  of  $47,485  million  for  West  Bank  and 
Gaza. 

What  does  this  figure  represent? 

Is  this  the  level  of  funding  of  programs  that  you 
anticipate  for  West  Bank  and  Gaza  in  FY  1994? 

If  so,  what  happened  to  the  remainder  of  the  $75 
million  in  bilateral  assistance  pledged? 

ANSWER  3: 

The  $47,485  million  figure  which  was  contained  in  the 
statistical  annex  to  the  Congressional  Presentation  represents 
planned  obligations  at  the  time  that  document  was  prepared. 
Since  that  time,  project  designs  for  an  annual  program  totaling 
at  least  $75  million  have  been  finalized,  as  indicated  above. 

QUESTION  4:   I  understand  that  the  single  largest  obligation 
from  FY  1994  money  is  nearly  $20  million  for  the  construction  of 
six  apartment  buildings  with  a  total  of  192  units  in  Gaza  to 
provide  affordable  housing  for  Palestinians. 

What  is  the  status  of  this  project? 

Has  the  contract  for  this  housing  project  been 
awarded  yet? 

What  is  the  timetable  for  the  construction  of 
. these  apartment  buildings? 

ANSWER  4: 

We  anticipate  obligating  approximately  $12  to  $14  million 
for  this  project  in  FY  1994.   The  construction  of  the  apartment 
buildings  is  only  one  component  of  this  comprehensive  project, 
which  also  includes  neighborhood  rehabilitation,  home  improvement 
loans,  a  program  designed  to  help  organizations  such  as 
cooperatives  construct  their  own  housing,  technical  assistance 
which  supports  development  of  housing  policy  and  finance,  and 
underwriting  of  the  operating  costs  of  the  Palestinian  Housing 
Council. 

The  project  is  currently  in  the  procurement  phase.   Design 
documents  for  the  construction  of  the  apartment  buildings  will  be 
issued  at  the  beginning  of  June.   We  expect  the  bidding  to  close 
some  time  around  June  16  and  we  expect  the  contractor  to  be 
selected  no  later  than  early  July.   The  construction  period  is 
expected  to  last  18  months  following  the  letting  of  the  contract. 
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QUESTION  5:   The  Administration's  FY  1995  request  for 
Palestinian  aid  is  $78.3  million. 

—    Could  you  give  us  an  approximate  breakdown  of  how  you 
expect  to  use  that  money,  in  various  categories: 

housing? 

health  care? 

infrastructure  development? 

technical  training? 

democracy  building? 

environmental  protection  and  improvement  services? 

What  will  your  priorities  be  in  FY  1995  for  this 
program? 

How,  if  at  all,  will  they  differ  from  those  in  FY  1994? 
ANSWER  5: 

USAID  staff  working  on  the  West  Bank  and  Gaza  Program  have 
undertaken  several  weeks  of  strategic  planning  exercises  which 
have  resulted  in  the  design  of  6  strategic  objectives.   These 
objectives  plus  activities  being  implemented  in  pursuit  of  them 
include: 

(1)  Improved  quality  and  more  sustainable  use  of  water 
resources.   USAID  will  fund  wastewater  collection 
systems,  expand  municipal  infrastructure  services  and 
assist  with  water  management. 

(2)  Palestinians  plan  for  and  provide  preventive  and  public 
health  services  which  promote  appropriate  roles  for  the 
public  and  private  sectors  and  which  can  become  more 
sustainable  over  time.   Projects  in  this  category  will 
assist  to  define  and  develop  a  public  sector  and  help 
health  organizations  improve  their  management. 

(3)  Palestinian  public  and  private  sectors  plan  for  and 
provide  improved  housing  for  low  and  moderate  income 
groups.   USAID  will  fund  housing  construction  and 
housing  policy  formulation. 

(4)  Small  and  medium  producers  increase  the  sustainable  and 
marketable  production  of  goods  and  services. 
Activities  in  this  category  will  improve  the 
management,  production  and  marketing  capabilities  of 
private  sector  firms,  assist  in  cooperative 
development,  vocational  training  and  trade  and 
development  policy. 

(5)  Palestinians  establish  democratic  and  legal 
institutions  to  strengthen  accountability.   The  U.S. 
government  will  finance  assistance  for  an  electoral 
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conunission,  training  and  technical  assistance  for 
public  advocacy  groups;  and  organization  and  funding  of 
public  process  to  guide  judicial  reform  efforts. 

(6)   Municipalities  assume  expanded  responsibilities  and 
perform  their  functions  in  an  effective,  accountable 
and  responsive  manner.   USAID  will  assist 
municipalities  improve  their  management  capabilities. 

Priorities  for  FY  1995  include  the  3  new  start  projects:  (1) 
the  Gaza  Housing  and  Infrastructure  Project;  (2)  the  Small 
Business  Support  Project;  and  (3)  the  Palestinian  Health  Systems 
Support  Project.   These  projects  reflect  a  shift  away  from 
smaller  PVO-run  activities  to  major  sectoral  initiatives. 

We  expect  that  allocations  for  FY  1995,  which  includes  funds 
from  regional  programs  and  centrally-funded  projects,  will  be 
broken  out  between  the  strategic  objectives  approximately  as 
follows: 

Expected  FY  1995 
Obligation 
Strategic  Objective  ($   millions^ 

(1)  Improved  Quality  and  More  5.0 
Sustainable  Use  of  Water 

(2)  Health  Services  10.0 

(3)  Improved  Housing  22.3 

(4)  Increased  Production  9.0 

(5)  Democratic  and  Legal  Institutions  2.0 

(6)  Municipalities  5.0 

(7)  Activities  that  Support  more  than  one     25.0 
Strategic  Objective 

TOTAL:  78.0 


QUESTION  6:   When  the  Administration  originally  requested 
$25  million  for  the  West  Bank  and  Gaza,  $15  million  of  it  was 
slated  to  be  spent  through  U.S.  private  voluntary  organizations. 

When  the  total  amount  of  the  aid  program  jumped  to  $75 
million,  why  did  the  share  allotted  to  PVOs  remain  at 
$15  million? 

What  role  do  you  see  for  U.S.  PVOs  in  the  enlarged 
Palestinian  program? 

—   What  areas  do  these  groups  have  a  special  role  to  play 
in  your  view,  and  in  what  areas  do  you  hope  to  engage 
other  organizations? 

What  role  do  you  envision  for  indigenous  Palestinian 
PVOs  in  this  program? 
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I  understand  that  AID  has  asked  American  PVOs  working 
with  U.S.  funds  in  the  territories  to  shift  their  focus 
from  direct  delivery  of  services  to  strengthening 
indigenous  Palestinian  non-governmental  organizations. 

Is  that  accurate? 

What  specific  steps  have  you  asked  the  U.S.  PVOs  to 
take  and  what  progress  are  they  making  in  this 
direction? 

ANSWER  6: 

As  USAID  expanded  its  program  in  the  West  Bank  and  Gaza  to 
$75  million,  it  has  diversified  the  way  in  which  it  delivers 
assistance.   Until  1994,  U.S.  government  assistance  to  the  West 
Bank  and  Gaza  has  been  through  PVOs.   Under  the  enhanced  U.S. 
assistance  program,  in  addition  to  grants  to  U.S.  PVOs,  USAID  has 
provided  grant  funds  to  the  World  Bank  and  for  projects  in  areas 
such  as  housing,  the  private  sector  and  health  statistics  and 
management,  in  which  we  perceive  private  sector  consulting  firms 
have  a  comparative  advantage.   These  large  projects  took  up  the 
majority  of  the  increased  funding.   PVOs  are  welcome  to  bid 
either  alone  or  in  conjunction  with  consulting  firms  on  any  of 
these  new  projects. 

Traditional  PVO  programs  were  already  well-established  and 
it  was  decided  to  maintain  them  at  a  similar  level,  since  this 
level  was  appropriate  to  the  type  of  activity  they  were 
implementing.   PVOs  will  continue  to  play  a  critical  role  in  the 
West  Bank  and  Gaza  program.   They  have,  to  date,  provided 
critical  services  in  health,  education  and  infrastructure 
support. 

In  the  post-Declaration  of  Principles  period,  we  are  working 
with  them  to  make  adjustments  in  their  programs,  particularly  in 
shifting  from  direct  delivery  of  services  to  strengthening  the 
management  and  financial  capacity  of  indigenous  Palestinian  NGOs 
to  provide  these  services  themselves.   Indigenous  NGOs  will  play 
a  critical  role  in  the  new  autonomous  political  structure. 
Hence,  their  capacity  must  be  built  up  so  that  they  can  handle 
their  responsibilities  adequately. 

USAID  has  involved  these  NGOs  in  planning  sessions  in  order 
to  establish  and  foster  their  enhanced  role.   For  example,  the 
U.S.  PVO  AMIDEAST  has  shifted  from  education  and  training  to 
institutional  strengthening  activities  such  as  developing 
management  systems  in  order  to  establish  the  institutional 
framework  necessary  to  support  the  autonomous  territory.   Save 
the  Children  Federation  and  Catholic  Relief  Services  both  have 
institution-strengthening  grants  in  which  they  will  work  with 
indigenous  NGOs  to  build  their  capacity  to  deliver  services. 
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gaESTION  7:   what  is  the  planned  focus  of  our  programs  in 
the  area  of  democracy  building  in  the  territories: 

•  preparing  for  elections? 

•  supporting  the  development  of  democratic 
administrative  legal  systems? 

•  democracy  education? 

Besides  AMIDEAST,  who  will  be  running  our  other 
democracy  building  programs? 

These  are  sensitive  programs  that  can  do  a  lot  of  good. 
But  it  is  critical  that  one  person  or  bureau  be 
coordinating  the  Administration's  overall  strategy  and 
programs  in  this  area. 

Who  will  that  be? 

ANSWER  8: 

Palestinians  are  eager  for  the  establishment  of  democratic 
institutions.   The  U.S.  government  is  actively  weighing 
alternative  ways  to  both  support  the  peace  process  and  to  instill 
democratic  processes  in  Gaza  and  the  West  Bank.   In  a  time  of 
transition,  we  are  assessing  which  of  the  most  viable  and 
appropriate  groups  to  assist  while  ensuring  that  we  do  not 
duplicate  the  efforts  of  other  donors. 

Democracy-related  assistance  for  the  near-term  will  focus  on 
the  founding  elections,  which  are  essential  for  the  creation  of  a 
democratic  system  and  the  establishment  of  rule  of  law.   There 
are  both  technical  needs  —  for  instance,  drafting  electoral 
laws,  establishment  of  voter  registration  procedures,  definition 
by  Palestinians  of  legal  priorities  —  and  political  process 
needs,  such  as  allowing  adequate  public  debate  on  the  proposed 
new  system. 

Working  through  AMIDEAST,  USAID  will  assist  Palestinians  to 
identify  and  prioritize  longer  term  assistance  needs  in  the  legal 
and  judicial  arena.   Support  to  IFFES,  NDI  and  IRI  is  anticipated 
as  final  proposals  are  received.   The  design  of  a  longer-term 
democracy  and  governance  program  will  be  carried  out  over  the 
summer.   We  are  also  providing  assistance  to  the  Palestinian 
police  force. 

There  are  democracy  working  groups  in  our  field  offices  in 
Tel  Aviv  and  Jerusalem,  and  in  USAID/Washington,  which  work 
together  to  decide  which  proposals  are  funded  to  articulate  a 
longer  term  strategy  and  to  design  a  new  project.   For  the  last 
several  months,  USAID  has  chaired  biweekly  democracy  meetings 
which  bring  together  interested  NGOs,  State,  USIA  and  the  Justice 
Department  to  discuss  needs  in  the  democracy  and  governance  area. 
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Once  the  field  mission  is  established,  overall  coordination  will 
become  their  responsibility. 

QUESTION  8:   Many  Palestinians  are  fearful  that  the  general 
elections  for  a  national  council  slated  to  be  held  by  July  13 
will  be  indefinitely  postponed  or  cancelled. 

How  firm  is  that  Israeli  and  PLC  commitment  to  hold 
these  elections  by  July  13? 

—  How  important  is  the  view  of  the  United  States  is  it 
that  these  elections  take  place  at  an  early  date? 

In  light  of  the  delay  in  implementing  Gaza-Jericho,  do 
you  feel  it  is  likely  that  the  elections  will  be 
postponed? 

—  How  does  this  development  affect  the  strategy  of  our 
democracy  building  programs? 

—  Does  the  administration  have  a  position  on  the  idea  of 
municipal  elections  before  elections  for  a  national 
council? 

ANSWER  8: 

The  Declaration  of  Principles  (DOP)  stipulates  that  "direct, 
free  and  general  political  elections  will  be  held  for  the 
(Palestinian)  Council..."  within  9  months  of  the  entry  into  force 
of  the  DOP.   Due  to  the  delays  in  reaching  agreement  on 
implementing  the  DOP,  however,  both  Israel  and  the  PLO  seem  to 
agree  that  it  is  not  politically  or  technically  feasible  to  hold 
these  elections  by  July  13.   Saeb  Erekat,  a  member  of  the 
Palestinian  Authority,  has  suggested  that  elections  should  be 
held  in  October. 

The  U.S.  strongly  supports  the  holding  of  elections  by  the 
Palestinians.   Our  view  is  that  the  promotion  of  broad  political 
participation  through  democratic  institutions  is  the  best  way  for 
the  Palestinians  to  ensure  political  stability.   The  timing  and 
modalities  of  those  elections  are  matters  for  the  parties  to 
determine.   Our  understanding  is  that  both  Israel  and  the  PLO 
continue  to  support  the  holding  of  elections. 

Despite  the  delay,  we  are  moving  ahead  in  funding  U.S.  NGO 
projects  to  assist  the  Palestinians  in  the  areas  of  civic 
education,  rule  of  law  and  elections  assistance.   USAID  has 
signed,  or  is  pursuing,  agreements  with  American  NGOs  for  funding 
of  up  to  $1  million  in  these  areas.   USAID  also  expects  to  spend 
another  $1  million  this  fiscal  year  for  additional  activities  in 
support  of  the  democratic  process,  as  discussed  in  Question  7, 

We  understand  that  Israel  and  the  PLO  have  discussed  the 
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possibility  of  holding  municipal  elections  before  elections  for  a 
Palestinian  Council.   We  would  support  any  arrangement  mutually 
agreeable  to  the  parties. 

QUESTION  9:   In  the  past,  the  Committee  endorsed  report 
language  for  FY  1994  calling  for  the  Administration  to  fund  a  $2 
million  Palestinian-Israeli  Cooperation  Program.   It  is  my 
understanding  that  very  little  of  this  money  has  been  utilized  to 
date,  despite  a  great  deal  of  interest  expressed  by  groups 
seeking  to  do  this  kind  of  work  in  the  region. 

Is  that  accurate? 

What  is  the  problem  here? 

Don't  you  see  a  constructive  role  for  these  activities, 
particularly  in  the  aftermath  of  the  signing  of  the 
Declaration  of  Principles? 

Does  this  program  figure  into  the  planning  for  FY95? 

ANSWER  9: 

Because  of  severe  limitations  and  urgent  demands  on  USAID 
funds,  particularly  for  emergency  programs  for  the  West  Bank  and 
Gaza,  additional  money  has  not  been  provided  for  the  Palestinian- 
Israeli  Cooperation  Program  (PICP)  in  FY  1994.   Previously, 
almost  $600,000  was  made  available  for  PICP. 

A  portion  of  these  funds  were  transferred  to  USIA  to  carry 
out  training,  exhibit  and  exchange  activities  involving 
Palestinians  and  Israelis.   The  remainder  was  provided  to  the 
U.S.  Embassy  in  Tel  Aviv  and  the  Consulate  General  in  Jerusalem 
to  make  small  grants  to  local  Palestinian  and  Israeli 
organizations  and  fund  a  personal  services  contract  to  support 
this  activity.   Fourteen  grants  have  been  made  (4  in  FY  1991  and 
10  in  FY  1993) . 

This  program  has  been  very  management  intensive.   The  2 
person  USAID  staff  in  Tel  Aviv  and  Jerusalem  are  close  to 
overwhelmed  in  fulfilling  all  the  responsibilities  for  our  West 
Bank/Gaza  activities.   It  would  be  imprudent  to  undertake 
management  of  the  PICP  as  well  at  this  point  in  time. 

Because  this  program  can  be  very  constructive  in  fostering 
regional  understanding  and  cooperation,  we  may  reconsider 
possibilities  for  this  program  in  FY  1995,  when  our  West 
Bank/Gaza  USAID  Mission  staff  will  be  adequate  to  ensure  proper 
accountability . 

QUESTION  10:   How  satisfied  are  you  with  the  level  of 
coordination  among  the  donor  community? 
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My  impression  is  that  "coordination"  has  frequently 
meant  that  the  donors  come  together,  simply  tell  each 
other  what  projects  they  are  funding,  and  then  go  home. 

How  do  you  respond  to  this? 

—  Do  you  sense  any  duplication  of  efforts  among  various 
donors'  projects? 

—  Do  you  feel  that  all  donors  are  adhering  to  a  common 
development  strategy? 

How  is  the  donor  community  seeking  to  help  Palestinians 
avoid  aid  dependence? 

What  is  the  role  of  the  World  Bank  in  promoting  donor 
coordination? 

Is  there  a  World  Bank  mission  on  the  ground  in  the  West 
Bank  and  Gaza  to  ensure  coordination  at  the 
implementation  stage? 

Can  any  other  organization  play  that  role  —  like  UNDP? 
ANSWER  10: 

Donors  are  working  within  the  World  Bank  framework  to 
minimize  duplication.   Some  duplication  may  occur,  especially  in 
the  first  year  when  donors  are  providing  aid  on  an  emergency 
basis  bilaterally.   In  general,  however,  all  donors  want  their 
contributions  to  have  the  maximum  benefit  and  so  are  working  to 
avoid  duplication  and  adhere  to  a  common  development  strategy. 

The  donor  community  is  helping  the  Palestinians  avoid  aid 
dependency  by  promoting  private  sector  investment, 
entrepreneurship  and  revenue  collection.   The  long  range  goal  is 
Palestinian  self-sufficiency. 

The  World  Bank,  as  Secretariat  of  the  donors  organization, 
is  working  with  the  Palestinians  and  the  donors  to  promote 
coordination.   At  the  Conference  to  Support  Middle  East  Peace, 
donors  agreed  that  the  World  Bank  is  uniquely  suited  to  this 
role.   Other  organizations,  such  as  the  UN  agencies  and  private 
voluntary  organizations,  are  active  in  implementing  aid  projects. 
The  World  Bank  currently  has  representation  in  the  West  Bank  and 
Gaza  but  has  no  official  mission  as  of  yet. 

QDE8TIOM  11:   What  is  the  status  of  the  OPIC  portion  of  our 
assistance  package  for  the  West  Bank  and  Gaza? 

How  much  of  the  $25  million  for  FY  1994  has  been 
applied  for  thus  far? 
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What  are  the  obstacles  to  private  investment  in  the 
current  climate  where  there  is  still  no  agreement  on 
the  implementation  of  the  Declaration  of  Principles  and 
the  Israeli  withdrawal  from  the  territories? 

Do  you  anticipate  the  full  $25  million  in  guarantees 
and  insurance  being  used  by  the  end  of  this  fiscal 
year? 

If  not,  will  the  remainder  carry  over  into  FY95? 

What  sectors  hold  out  the  most  promise  for  significant 
private  investment  in  the  West  Bank  and  Gaza? 

ANSWER  11: 

As  part  of  the  Administration's  assistance  package,  OPIC 
will  provide  $125  million  in  the  form  of  loans,  loan  guarantees 
and  political  risk  insurance  to  support  American  private 
investment  in  the  West  Bank  and  Gaza  strip  over  the  next  5  years. 

The  State  Department  and  OPIC  are  working  together  to  put  in 
place  the  necessary  arrangements,  given  the  unique  status  of  the 
West  Bank  and  Gaza  strip,  to  satisfy  statutory  requirements  for 
OPIC's  operations.   Although  the  necessary  arrangements  are  not 
yet  in  place,  OPIC  has  been  actively  meeting  with  U.S.  firms  to 
discuss  potential  projects  in  which  OPIC  could  assist  in  the  West 
Bank  and  Gaza  strip  after  these  arrangements  have  been  completed. 
These  projects  involve  a  wide  range  of  sectors  from  large-scale 
power  and  telecommunications  projects  to  smaller-scale 
manufacturing  and  agri-business  projects. 

The  pace  with  which  OPIC's  $125  million  commitment  is 
utilized  depends  on  the  submission  of  viable  project  proposals  by 
the  private  sector.   Any  portion  of  OPIC's  $125  million 
commitment  for  loans,  loan  guarantees  and  political  risk 
insurance  not  used  during  FY  1994  will  be  available   in 
subsequent  years. 

The  signing  May  4  in  Cairo  by  Israel  and  the  PLO  of  the 
Gaza/Jericho  agreement  and  the  Protocol  on  Economic  Relations 
signed  by  the  parties  April  29  in  Paris  has  opened  the  way  for 
serious  evaluation  of  investment  projects  in  the  area.   It  will 
take  time,  of  course,  for  the  new  Palestinian  authorities  to 
establish  rules  and  regulations  regarding  investment.   It  is 
important,  however,  that  they  address  these  issues  as  soon  as 
possible  so  that  investors  will  have  a  clear  framework  within 
which  to  make  investment  decisions. 

Also  of  note  is  the  fact  that  there  currently  exists  no 
banking  infrastructure  in  the  region  which  seriously  limits  the 
ability  to  implement  investment  policies  or  strategies. 
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Imi«n  >ii.in«i 
Dc\cior\ii\T 


The  Honorable  Lee  H.  Hamilton 

Chairman 

Subcommittee  on  Europe  and  the  Middle  East 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

I  would  like  to  clear  up  two  points  concerning  my  testimony 
before  the  House  Foreign  Affairs  Subcommittee  on  Europe  and  the 
Middle  East  on  April  13,  1994. 

First,  the  American  Schools  and  Hospitals  Abroad  (ASHA) 
program  is  administered  by  USAID's  Bureau  of  Humanitarian  Response, 
which  is  headed  by  Assistant  Administrator  Douglas  Stafford.  In 
response  to  a  question  about  the  ASHA  program,  I  inadvertently 
misstated  the  bureau  which  administers  the  program. 

Second,  in  the  context  of  a  discussion  of  expenditures,  in  the 
West  Bank  and  Gaza  program,  I  may  have  overstated  the  case  when  I 
indicated  that  I  expect  all  of  the  funds  appropriated  for  this 
fiscal  year  to  be  expended  by  the  end  of  the  fiscal  year.  I 
estimate  that  total  expenditures  this  fiscal  year  will  be 
$50,000,000.  A  significant  portion  of  these  funds  will  be  from  the 
obligations  that  we  have  incurred  this  fiscal  year. 

Thank  you  for  the  opportunity  to  clear  up  the  record. 

Sincerely, 

Margaret  Carpenter 
Assistant  Administrator 
Bureau  for  Asia  and  Near  East 
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Report  on  Ecosomio  Conditions  in  Egypt/   1992-93 

I.    Summary  and  Conclusions 

Participation  in  the  Gulf  War  has  proved  to  be  a  financial  boon  for 
Egypt.  Due  to  debt  forgiveness  and  its  own  reforms,  Egypt's 
financial  position  has  greatly  improved.  For  the  three  years  prior 
to  the  War,  Egypt's  external  current  account  deficit  had  ranged 
between  §2  and  $3  billion  annually  with  no  improvement  in  sight. 
The  country  was  accumulating  large,  unsustainable  debt  service 
arrears.  The  budget  deficit  was  about  20  percent  of  GDP.  In  1990, 
total  external  debt  reached  about  $46  billion.  Foreign  reserves 
were  down  to  several  weeks  of  imports. 

After  the  War,  external  financial  resources  were  provided  to  Egypt. 
The  United  States  took  the  lead  in  a  program  of  debt  reduction, 
writing  off  military  debt  of  $6.7  billion.  Also,  the  Government  of 
Egypt  (GOE)  embarked  upon  a  wide-ranging  program  of  economic  reform 
under  the  auspices  of  international  financial  institutions. 

As  a  result,  Egypt's  economy  has  stabilized.  Though  an  expected 
drop  in  real  GDP  for  1991/92  did  not  materialize,  the  economy  is 
stagnant.  We  estimate  real  GDP  grew  at  the  annual  rate  of  2.8 
percent  in  1991/92  and  only  1.5  percent  in  1992/93.  Various 
revenue  measures  and  greater  control  of  expenditures  have  cut  the 
budget  deficit  to  4.7  percent  of  GDP  in  1992/93.  Egypt  achieved  a 
positive  current  account  balance  (excluding  transfers)  in  1991/92 
for  the  first  time  in  ten  years,  although  the  current  account 
balance  is  now  expected  to  be  slightly  negative  in  1992/93. 
Foreign  reserves  are  now  quite  healthy,  over  $15  billion  dollars 
(equivalent  to  over  a  year  of  imports)  .  With  the  latest  debt 
reduction,  Egypt's  outstanding  debt  will  amount  to  less  than  $35 
billion.  Egypt  appears  quite  capable  based  on  its  relatively 
healthy  financial  situation  to  meet  all  debt  commitments,  at  least 
over  the  short  and  medium  term. 

Retarding  Egypt's  economic  growth  and  development  is  the  structure 
of  its  economy.  Despite  the  recent  tendencies  towards  the 
expansion  of  the  private  sector,  the  public  sector  remains  the 
major  employer  of  nonagricultural  workers.  The  economy  is  still 
inward  looking  and  highly  regulated. 

Privatization,  reduction  of  protection,  and  elimination  of 
unnecessary  regulations  controlling  the  private  sector  are  major 
themes  of  Egypt's  structural  reform  program,  together  with 
improving  the  organizational  and  management  structure  of  public 
enterprises.  The  new  Public  Investment  Law  203  and  its  executive 
regulations  were  issued  in  1991,  allowing  greater  autonomy  to 
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public  sector  companies.  A  newly  established  office  for 
privatization  has  assisted  in  selling  two  public  enterprises  and 
bringing  twenty  other  enterprises  near  to  the  point  of  sale.  Non- 
tariff  barriers  to  trade  and  the  level  of  tariffs  are  being 
reduced.  Unfortunately,  progress  to  date  in  each  of  these  critical 
structural  reform  areas  is  far  short  of  what  is  needed. 

Notwithstanding  the  substantial  financial  progress  over  the  last 
couple  of  years,  a  fundamental  problem  is  the  inability  of  the 
economy  to  absorb  in  a  productive  fashion  new  entrants  to  the  labor 
force.  The  economic  and  social  stability  of  Ecjypt  is  threatened  by 
this  problem.  Official  labor  statistics  show  a  12  percent 
unemployment  rate,  while  other  estimates  show  significantly  higher 
rates. 

Debt  relief  and  large  capital  inflows  have  given  Egypt  an 
unprecedented  opportunity  to  restructure  its  economy  with  donor 
support.  It  is  critical  that  Egypt  accelerate,  within  the 
constraints  of  a  delicate  political  climate,  the  reform  program 
that  it  has  undertaken  if  it  is  to  attain  its  long-term  economic 
objectives.  This  is  especially  true  of  reforms  to  reduce 
protection,  privatize  public  enterprises,  and  eliminate 
restrictions  on  the  private  sector.  These  reforms  will  allow 
competitive  market  forces  and  private  enterprise  into  the  largely 
state  owned  industrial  sector,  which  should  increase  productivity, 
exports,  and  domestic  and  foreign  investment. 

II.   Update  on  Economic  Developments 

A.   Balance  of  Payments 

The  balance  of  payments  recovery,  which  started  in  1990/91  and 
continued  in  1991/92,  failed  to  persist  in  1992/93.  After 
achieving  a  surplus  current  account  balance  (excluding  official 
transfers)  in  1991/92  after  many  years  of  deficits,  the  current 
account  balance  is  estimated  to  have  returned  to  a  deficit 
amounting  to  $0.3  billion  in  1992/93. 

The  current  balance  (including  official  transfers)  showed  a  surplus 
of  $1.0  billion,  down  from  $3.6  billion  in  1991/92.  The  major 
factors  behind  this  deterioration  are  an  increase  in  imports  of 
goods  and  services,  a  decrease  in  non-petroleum  exports,  a  decline 
in  workers  remittances  from  abroad,  and  an  increase  in  required 
interest  payments.  The  overall  surplus  in  the  balance  of  payments 
also  witnessed  a  sharp  decline,  from  $6.9  billion  in  1991/92  to 
$4.0  billion  in  1992/93,  a  reduction  of  about  42  percent. 

In  the  next  few  years,  the  services  account  is  expected  to 
experience  a  slight  improvement  due  to  higher  Suez  Canal  dues  and 
investment  income.  In  addition,  a  continued  high  level  of  worker 
remittances  is  anticipated.   However,  with  the  projected  growing 
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trade  deficit,  the  current  account  balance,  excluding  official 
transfers,  is  expected  to  witness  a  growing  deficit. 

This  sustained  current  account  deficit,  together  with  stagnant 
official  transfers  and  the  projected  decline  in  the  capital 
account,  is  expected  to  result  in  a  decline  in  the  surplus  in  the 
overall  balance  of  payments. 

B.   Government  Finances 

Government  revenues  in  1992/93  grew  by  11  percent  to  LE  45.9 
billion.  This  is  about  one  quarter  the  rate  of  nominal  growth 
experienced  the  previous  year.  However,  revenues  in  1992/93 
remained  at  3  5  percent  of  GDP,  the  same  as  last  year. 

Tax  revenues  accounted  for  60  percent  of  revenues  (compared  to  58 
percent  last  year) ,  while  non-tax  revenues  accounted  for  31  percent 
(compared  to  28  percent  last  year)  .  The  balance  is  accounted  for 
by  local  government  revenues  and  investment  self-financing. 

Breaking  down  tax  revenues  by  source  of  tax  indicates  that  each  tax 
basically  maintained  its  share  of  total  tax  revenues.  However,  the 
share  of  customs  duties  slightly  declined  from  18.9  to  18.6 
percent,  while  stamp  duties  slightly  increased  from  7.6  to  8.2 
percent. 

As  for  non-tax  revenue,  the  share  of  transferred  profits  in  non-tax 
revenues  significantly  declined  from  77  percent  in  1991/92  to  63 
percent  in  1992/93  due  to  the  decline  in  the  profits  of  the 
Egyptian  Petroleum  Company,  Suez  Canal,  and  the  Central  Bank  of 
Egypt  that  are  transferred  to  the  Treasury. 

Expenditures  amounted  to  LE  52.1  billion  and  their  share  in  GDP 
declined  slightly  from  39.8  percent  in  1991/92  to  39.6  percent  in 
1992/93.  Current  expenditures  increased  to  80  percent  of  total 
expenditures  (31.7  percent  of  GDP)  compared  to  77  percent  (30.6 
percent  of  GDP)  last  year.  Reduced  capital  expenditures  accounted 
for  the  declining  balance. 

Noticeable  among  current  expenditures  are  the  significant  growth  in 
interest  payments  and  wages,  and  the  decline  of  subsidies  and 
transfers.  Interest  payments  on  debt  increased  by  about  42  percent 
to  reach  LE  13.8  billion  or  10  percent  of  GDP,  largely  due  to  an 
increasing  stock  of  treasury  bills  and  high  domestic  interest 
rates.  Wages  increased  by  about  19  percent  to  LE  9.7  billion. 
Subsidies  and  transfers  declined  by  55  percent  to  LE  4.5  billion. 
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Non-tax  revenues  include  surplus  of  petroleum,  Suez 
Canal,  other  economic  authorities,  and  the  Central  Bank 
of  Egypt,  and  the  surplus  and  profit  of  public  sector 
authorities  and  companies. 
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The  resulting  budget  deficit  decreased  slightly  from  5  percent  of 
GDP  in  1991/92  to  4.7  percent  in  1992/93.  Excluding  the  earthquake 
relief  outlays,  the  budget  deficit  declined  to  4.1  percent  of  GDP. 

In  financing  its  budget  deficit,  the  Treasury  paid  back  the  banking 
system  an  amount  equivalent  to  nearly  52  percent  of  the  deficit  to 
partially  retire  outstanding  government  debt.  Nonbank  finance  of 
the  deficit,  coming  from  treasury  bills,  insurance  premiums  and 
pensions,  accounted  for  about  137  percent  of  the  deficit  (to  offset 
the  net  negative  bank  financing)  .  External  finance  covered  15 
percent  of  the  deficit.  Most  of  the  external  finance  was  directed 
to  earthquake  relief. 

C.   Population/  Employnent  and  Output 

Despite  the  substantial  financial  progress  over  the  last  couple  of 
years,  a  fundamental  problem  remains  the  ability  of  the  economy  to 
absorb  in  a  productive  fashion  new  entrants  to  the  labor  force. 
The  economic  and  social  stability  of  Egypt  is  threatened  by  this 
problem.  Official  labor  statistics  show  12  percent  unemployment 
rate  while  other  estimates  show  significantly  higher  rates. 

The  public  sector  in  Egypt  produces  many  of  the  goods  and  services 
that  are  generally  produced  by  the  private  sector  in  most 
capitalist  economies.   About  27  percent  of  total  employment  is  in 
the  public  sector.   Excluding  agriculture,  which  consists  largely 
of  small  farm  owners  and  workers,  over  half  of  the  remaining  jobs 
are  in  the  public  sector. 

Over  the  next  decade  Egypt  will  have  to  generate  4.5  million  new 
jobs  to  provide  work  for  the  new  entrants  to  the  labor  force, 
assuming  no  change  in  today's  unemployment  rate  and  labor  force 
participation  rate.  Estimates  of  the  number  of  new  jobs  necessary 
to  allow  unemployment  to  drop  significantly  range  from  6  to  10 
million.  Continuation  of  structural  economic  reforms  will  be  key 
to  any  attempt  to  achieve  growth  rates  sufficient  to  accomplish  the 
objective  of  lowering  unemployment. 

The  problems  of  unemployment  and  poor  living  standards  of  many 
Egyptians  are  exacerbated  by  rapid  population  growth.  Population 
has  almost  tripled  since  the  early  1950s.  This  growth  has  caused 
increased  pressures  for  additional  jobs,  social  services,  education 
and  health  services.  In  recent  years  the  labor  force  has  grown  at 
an  average  rate  of  5  percent,  or  twice  the  rate  of  population 
growth.  This  high  growth  rate  reflects  increasing  numbers  of  women 
and  children  joining  the  labor  force.  However,  the  population 
growth  rate  has  declined  from  about  2.8  percent  in  the  early  1980s 
to  less  than  2.5  percent  today. 

From  1987  to  1992,  Egypt's  real  GDP  growth  averaged  about  2.7 
percent  per  year,  or  about  the  same  as  population  growth;  in  1993 
it  tapered  off  to  1.5  percent  per  year.   While  in  the  past  Egypt 
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I.   Overview 

Israel,  with  a  population  of  5.4  million  and  a  GNP  of  $69.5 
billion  in  1993,  has  a  per  capita  income  of  nearly  $13,000.   The 
Government  of  Israel  (GOI)  has  been  relatively  successful  in 
stabilizing  the  economy  in  the  face  of  a  massive  inflow  of 
immigrants  which  has  increased  the  population  by  around  10 
percent  since  the  end  of  1989.   Real  GDP  growth  has  averaged 
around  6  percent  per  year  over  the  past  three  years,  employment 
has  risen  at  an  annual  rate  of  4  percent,  the  market  based 
exchange  system  has  improved  export  competitiveness,  and 
inflation  has  been  reduced  to  around  11  percent  (see  Table  of 
Israeli  Economic  Indicators) .   However,  unemployment  increased 
from  8.9  percent  in  1989  to  11.2  in  1992  before  declining  to  10.5 
percent  in  1993.   While  GDP  growth  has  slowed  to  around  4  percent 
in  1993,  expanding  business  investment  and  governmental 
infrastructure  investment  coupled  with  sustained  export  growth 
provide  the  basis  for  a  resumption  of  6  percent  average  annual 
GDP  growth  in  1994  and  1995. 

The  GOI  has  appropriately  adopted  a  strategy  of  abstaining  from 
direct  intervention  in  the  labor  market  and  has  instead  focused 
on  providing  the  immigrants  with  housing  and  subsistence  grants 
and  training  while  encouraging  a  more  favorable  environment  for 
private  sector  investment  and  expansion.   While  government 
expenditures  for  immigrant  absorption  increased,  fiscal 
discipline  in  other  areas,  including  defense,  provided  for  an 
overall  reduction  of  government  spending  as  a  percentage  of  GNP. 
The  domestic  component  of  the  fiscal  deficit  surged  to  8.1 
percent  of  GNP  in  1989,  but  it  has  since  declined  to  5.6  percent 
in  1992  and  3.2  percent  in  1993. 

Basically  sound  monetary,  exchange  rate  and  debt  policies  have 
contributed  to  rapid  economic  growth,  a  robust  expansion  of 
exports  and  a  shift  to  an  overall  balance  of  payments  surplus. 
Exports  increased  in  real  terms  12.7  percent  in  1992  and  are 
projected  to  grow  at  around  8  percent  per  year  beginning  in  1993. 
While  there  has  been  a  modest  increase  in  Israel's  gross  external 
debt  to  $33.9  billion  at  the  end  of  1992,  relative  to  GNP  these 
liabilities  have  declined  from  72  percent  in  1989  to  53  percent 
in  1992.   All  indicators  of  debt  service  reflect  the  improving 
ability  of  Israel  to  manage  its  external  debt,  including  the 
ratio  of  gross  debt  service  to  exports  of  goods  and  services 
which  declined  from  42  percent  in  1989  to  29  percent  in  1992. 
With  continued  prudent  financial  stabilization  policies  in  the 
future,  Israel  should  be  able  to  service  the  increases  in  its 
external  debt  which  have  been  facilitated  by  USG  loan  guarantee 
programs. 

Beyond  maintaining  a  stable  macroeconomic  environment,  continued 
rapid  growth  and  the  reduction  of  unemployment  will  require 
significant  intensification  in  efforts  to  structurally  reform  the 
economy.   In  particular,  there  is  a  need  to  accelerate  the 
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privatization  program,  to  continue  with  financial  sector  reforms, 
to  reduce  labor  market  rigidities,  and  to  proceed  with  further 
trade  liberalization. 

Privatization  has  been  slow  and  needs  to  be  significantly 
accelerated  to  improve  domestic  economic  efficiency  and  to 
attract  direct  foreign  investment.   The  state  has  been 
intensively  involved  in  the  banking,  communications,  electricity, 
transportation  and  defense  sectors.   Public  enterprises  which  are 
considered  eligible  for  privatization  have  an  estimated  net  worth 
of  $17  billion.   In  1991  and  1992,  the  GOT  had  intended  to  sell 
around  20  companies,  but  only  sold  7,  generating  an  average  of 
less  than  $250  million  per  year.   The  privatization  of  six  major 
non-bank  enterprises  anticipated  in  1993  did  not  materialize. 

While  extensive  financial  system  reforms  have  been  made,  more 
reforms  are  needed  to  make  the  system  more  competitive.   The 
financial  system  is  highly  concentrated  and  directly  involved  in 
the  real  sector  of  the  economy.   In  spite  of  relatively 
successful  privatization  efforts,  public  ownership  of  the  banking 
sector  remains  significant. 

An  improved  functioning  of  the  labor  market  is  essential  for  a 

sustainable  reduction  in  unemployment.    While  unemployment  has 
increased  and  real  private  sector  wages  have  declined  7  percent 
over  the  past  3  years,  real  public  sector  wages  have  increased 
almost  2  percent.   The  GOI  needs  to  take  a  firmer  stance  with 
regard  to  union  wage  settlements,  especially  in  the  public 
sector,  adopt  a  wage  structure  that  better  reflects  productivity 
differentials,  and  delink  government  wages  from  those  in  the 
public  enterprises.   At  the  same  time,  efforts  should  be  made  to 
build  on  earlier  reforms,  including  a  review  of  minimum  wage 
legislation. 

Further  steps  to  liberalize  external  trade  are  essential  to 
increase  domestic  competition.   While  considerable  progress  has 
been  made  with  recent  free  trade  agreements  with  the  United 
States,  the  European  Community  and  the  European  Free  Trade  Area 
(EFTA) ,  much  remains  to  be  done.   In  particular,  it  is  essential 
to  resist  pressure  from  domestic  producers  to  slowdown  the 
scheduled  reduction  in  import  duties  to  maximum  rates  of  between 
8-12  percent  over  the  next  5-7  years.   Also,  while  quantitative 
restrictions  have  been  largely  removed  on  non-agricultural 
imports,  they  remain  on  most  agricultural  products. 

II.   Recent  Immigration,  Output  and  Employment  Trends 

Since  late  1989,  Israel  has  been  subjected  to  a  significant 
supply  side  shock  in  the  form  of  the  immigration  of  over  460,000 
persons,  mainly  from  the  Soviet  Union.   Immigration,  which  was 
12,000  in  1989,  shot  up  to  188,000  in  1990  and  176,000  in  1991. 
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While  200,000  immigrants  annually  were  initially  projected 
through  1995,  actual  immigration  has  been  significantly  less  than 
expected,  with  only  77,000  immigrants  arriving  in  1992.   The 
revised  projection  for  1993  calls  for  80,000  immigrants,  but 
there  were  only  36,000  immigrants  during  the  first  six  months  of 
the  year.  The  immigration  slowdown  reflects  both  the  employment 
difficulties  encountered  by  the  immigrants  in  Israel  and  the 
lessened  felt  need  to  emigrate  by  those  in  the  former  Soviet 
Union. 

The  basic  GOI  strategy  toward  absorbing  the  immigrants  has  been 
one  of  avoiding  direct  labor  market  interventions,  while  catering 
to  their  housing  needs  and  providing  them  with  subsistence  grants 
and  training  during  their  first  year  in  Israel.   In  addition,  the 
GOI  has  attempted  to  provide  adequate  infrastructure  and  a  more 
favorable  and  less  uncertain  environment  in  which  the  private 
sector  would  be  able  to  gradually  absorb  the  extra  supply  of 
labor. 

The  large  influx  of  immigrants  significantly  increased  aggregate 
domestic  demand,  which  is  largely  responsible  for  the  average 
annual  GDP  growth  of  6  percent  over  the  past  three  years. 
Housing  related  spending  was  especially  strong  over  this  period, 
but  non-residential  investment  also  displayed  considerable 
growth.   During  1992,  as  the  rate  of  immigration  subsided  and  the 
GOI  withdrew  from  construction  activity,  there  was  a  slowdown  in 
domestic  demand  growth.   However,  this  slowdown  was  offset  by  a 
rapid  recovery  from  the  Gulf  War-related  slump  of  the  export  and 
tourism  sectors.   With  continued  lower  levels  of  immigration  and 
the  closure  of  the  occupied  territories  in  early  1993,  real  GDP 
growth  has  slowed  to  around  4  percent.   An  anticipated  expansion 
of  business  and  infrastructure  investment  coupled  with  rapid 
growth  of  exports  provide  the  basis  for  a  projected  resumption  of 
6  percent  average  annual  CDP  growth  in  1994  and  1995. 

The  viability  of  these  projections  depends  significantly  on 
Israel's  ability  to  expand  exports.   Israel's  exports  have  served 
as  a  major  engine  of  growth  in  the  past.   Real  exports  grew  at 
12.3  percent  between  the  early  1960s  and  1980.   However,  export 
growth  fell  to  only  2.5  percent  between  1980  and  1991  in  part  due 
to  high  real  wages.   Recent  rapid  expansion  of  the  labor  force 
and  conservative  macroeconomic  policies  have  produced  real  wage 
declines  and  a  12.7  percent  expansion  of  real  exports  of  goods 
and  services  in  1992.   Realization  of  a  continued  export 
expansion  at  the  projected  rate  of  8  percent  will  require 
continued  policy  efforts  to  contain  real  wages  and  improve  the 
competitiveness  of  exports. 

The  rapid  increase  in  the  Israeli  labor  force  brought  on  by 
immigration  outstripped  employment  growth  that  averaged  4  percent 
per  year  over  the  past  three  years,  causing  the  overall  rate  of 
unemployment  to  rise  from  8.9  percent  in  1989  to  11.2  percent  in 
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1992  before  decreasing  to  10.5  percent  in  1993.  Among 
immigrants,  the  unemployment  rate  declined  from  38  percent  in 
1991  to  28  percent  in  1992  and  17  percent  in  1993.   This 
relatively  high  immigrant  unemployment  rate  reflects  the  short 
period  of  residence  in  Israel  to  date,  a  large  proportion  of 
older  immigrants,  and  a  very  high  concentration  in  technical 
professions,  including  engineering,  medicine  and  academia. 
Immigrants  mainly  found  employment  in  industry  (35  percent)  and 
construction-related  activities  (10  percent).   The  composition  of 
their  occupations  has  changed  as  they  have  had  to  adapt  to 
domestic  labor  market  conditions.   Hence,  the  percent  of 
immigrants  in  scientific  and  academic  occupations  dropped  from  39 
percent  in  1990  to  33  percent  in  1992,  while  the  percent  in  blue 
collar  occupations  increased  from  16  percent  to  23  percent  over 
the  same  period. 

Unemployment  declined  in  1993  as  immigration  slowed  further  to  an 
estimated  36,000  in  January-June  and  as  Israelis  took  jobs  left 
vacant  by  Palestinians  barred  by  the  closure  of  the  occupied 
territories.   The  GOI's  projected  annual  average  employment 
growth  of  over  4  percent  for  1993  through  1995  is  consistent  with 
a  gradual  reduction  of  unemployment  from  10.5  percent  in  1993  to 
around  9  percent  in  1995. 

III.   Public  Finance  Policies 

Since  1989,  Israeli  general  government  activity  has  been 
significantly  affected  by  the  objective  of  absorbing  the  new 
immigrants.   In  spite  of  this,  general  government  ejcpenditures  as 
a  percentage  of  GNP  have  steadily  declined,  from  59.8  percent  in 
1989  to  56.5  percent  in  1992.   With  overall  receipts  remaining 
relatively  stable  at  around  54  percent  of  GNP,  the  overall 
deficit  (after  foreign  grants)  has  been  reduced  from  6.2  percent 
in  1989  to  an  estimated  2.8  percent  in  1992. 

A.   Expenditures:  Public  consumption  of  social  services, 
including  for  education,  health  and  welfare  have  been  a  large  and 
growing  component  of  government  expenditures,  increasing  from 
30.1  percent  of  GNP  in  1989  to  32.4  percent  in  1992.   In 
particular,  transfer  payments,  which  are  provided  as  cash 
payments,  have  risen  from  13  percent  of  GNP  in  1989  to  15  percent 
in  1992. 

Immigrant  absorption  expenditures  of  around  5  percent  of  GNP  have 
been  the  main  source  of  this  expansion.   The  total  annual  direct 
aid  per  immigrant  family  is  somewhat  over  $10,000.   This  includes 
an  initial  absorption  cash  grant  plus  health  insurance  and 
unemployment  benefits  during  the  second  half  of  the  first  year  in 
Israel.   In  addition,  employers  who  employ  immigrants  are 
eligible  for  subsidies  of  up  to  one-third  the  immigrants' 
salaries  for  the  first  year  and  one-fourth  for  a  second  year. 
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The  GOI's  strategy  through  inid-1992  placed  emphasis  on  meeting 
the  immigrants'  housing  needs  in  full.  Accordingly,  the  GOI 
substantially  increased  public  spending  on  housing  through  direct 
construction  (20,000  units),  and  through  guaranteeing  the  sales 
of  houses  built  by  private  builders.   Moreover,  through  the 
mortgage  bank,  the  GOI  offered  the  immigrants  subsidized 
mortgages  and  grants  depending  on  the  duration  of  residence  in 
Israel.   While  approximately  39,000  mortgages  were  provided  for 
immigrant  residential  purchases  up  through  1992,  an  estimated 
20,000  immigrant  families  remain  in  temporary  housing  units. 

In  the  second  half  of  1992,  the  newly  elected  government 
announced  a  substantial  cutback  in  GOI  involvement  in  the  housing 
sector,  due  in  part  to  the  lower-than-anticipated  immigrant  flows 
and  the  rising  stock  of  unsold  government-owned  housing  (20,000 
units) .   The  housing  sector  is  to  be  primarily  encouraged  through 
shortening  and  streamlining  the  planning  process,  through  easing 
restrictions  on  the  import  of  construction  materials,  and  through 
placing  land  zoned  for  residential  construction  more  rapidly  on 
the  market. 

In  contrast  to  rising  social  service  expenditures,  defense 
expenditures  have  steadily  declined  as  a  proportion  of  GNP.   The 
domestic  component  of  defense  spending  has  decreased  from  10.2 
percent  of  GNP  in  1989  to  8.8  percent  in  1992,  while  defense 
imports  declined  from  3.1  to  2.1  percent  over  the  same  period. 
Continued  reduction  of  defense  expenditures  may  be  an  expected 
peace  dividend  if  the  peace  process  succeeds  in  reducing  regional 
tensions. 

Public  investment  expenditures  have  decreased  from  2.5  percent  of 
GNP  in  1989  to  2  percent  in  1992.   This  very  low  level  of 
infrastructure  investment  is  reflected  in  inadequate  roads  and 
heavy  congestion  which  serve  to  restrain  economic  development. 

While  subsidies  have  declined  from  4.5  percent  of  GNP  in  1987  to 
3  percent  in  1992,  they  continue  to  significantly  distort 
relative  prices  of  food  products,  public  transportation,  water 
and  agriculture.   Direct  credit  subsidies  have  largely  been 
phased-out. 

Interest  expenditures  have  also  steadily  declined  from  9.8 
percent  of  GNP  in  1989  to  7 . 8  percent  in  1992,  reflecting  the 
steady  decline  of  the  ratio  of  debt  to  GNP.   However,  the  ratio 
of  overall  public  debt  remains  high,  at  around  100  percent  of  GNP 
in  1992.   Approximately  80  percent  of  the  debt  is  owed 
domestically.   Hence,  the  international  component  of  public  debt 
is  a  low  20  percent  of  GNP. 

B,   Revenue:   While  tax  revenue  declined  from  nearly  45.3  percent 
of  GNP  in  1987  to  38.9  percent  in  1989,  it  has  since  stabilized 
at  around  39  percent  GNP.   There  has  been  a  substantial  change 
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in  the  composition  of  taxes  as  direct  tax  rates  have  been  reduced 
to  encourage  the  private  sector.   Thus,  between  1986  and  1992, 
the  top  marginal  income  rate  was  reduced  from  60  percent  to  48 
percent,  the  corporate  tax  rate  was  cut  from  61-  percent  to  41 
percent,  and  the  rate  of  National  Insurance  premium  (equivalent 
to  Social  Security  taxes)   was  lowered  from  21  percent  to  13 
percent  of  wages.   These  direct  tax  reductions  were  partially 
offset  by  an  increase  in  the  value-added  tax  from  16  percent  to 
18  percent,  and  the  introduction  of  a  temporary  income  tax 
surcharge  of  5  percent.   In  an  effort  to  further  encourage  the 
private  sector,  the  employment  tax  on  firms  was  eliminated  in 
1992. 

At  present,  Israel's  overall  tax  burden  (39  percent  of  GNP)  is 
higher  than  that  in  the  United  States  and  Japan,  but  similar  to  a 
number  of  European  countries.   In  spite  of  this  relatively  high 
tax  burden,  the  government  remains  heavily  dependent  on  foreign 
grants,  which  have  been  declining  in  recent  years  but  remain  at 
over  6  percent  of  GNP.   Economic  and  military  grants  from  the 
United  States  totaling  $3  billion  annually  represent  the  bulk  of 
intergovernmental  transfers. 

C.   The  1993  Budget;   The  1993  budget  was  presented  in  a  three 
year  format,  with  1993  set  out  in  full  detail  while  the  medium- 
term  plans  for  1994  and  1995  were  detailed  only  to  the  level  of 
functional  allocations  or  "envelopes".   A  basic  goal  of  the  1993 
budget  was  to  reduce  the  domestic  component  of  the  deficit 
(excluding  the  granting  of  credits)  from  an  estimated  5  percent 
of  GDP  in  1992  to  3.2  percent  of  GDP  in  1993,  which  is  consistent 
with  the  trajectory  set  out  in  the  1991  Budget  Reduction  Law. 
Although  actual  budget  deficits  have  fallen  below  levels 
forecasted  in  recent  budgets  (in  large  part  because  actual 
immigration  levels  have  not  been  as  high  as  originally 
projected) ,  the  GOI  remained  concerned  about  factors  that  could 
increase  the  1993  deficit  above  the  budgeted  level,  including  the 
serious  financial  difficulties  within  the  health  insurance 
program,  defense  industries,  collective  farms,  and  public  and 
private  pension  plans. 

The  1993  budget  called  for  central  government  expenditures  of 
approximately  $35  billion,  which  represented  a  decline  from  49.8 
percent  of  GDP  in  1992  to  46.4  percent  in  1993.   The  budget 
provided  for  a  substantial  reordering  of  budget  priorities. 
While  housing  construction  expenditures  have  been  curtailed  since 
mid-1992,  the  1993  budget  envisaged  that  the  cost  of  honoring 
past  guarantees  for  unsold  housing  units  would  fall  to  one-third 
of  the  1992  level.   Except  for  completing  the  houses  currently 
under  construction,  the  GDI's  housing  policy  in  1993  was  to  focus 
on  the  sale  of  state-owned  apartments  and  the  creation  of 
conditions  favorable  for  private  sector  construction.   While  the 
budget  called  for  immigrant  absorption  expenditures  of  5.8 
percent  of  GDP,  expenditures  probably  will  fall  to  below  this 
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level  as  actual  immigration  falls  short  of  earlier  projections. 
Expenditures  on  infrastructure  were  budgeted  to  increase  by  30 
percent,  but  this  still  represents  only  2.5  percent  of  GDP  in 
1993.   Most  of  this  was  directed  at  the  Israeli  road  system, 
which  is  considered  to  be  a  major  bottleneck  to  economic 
development.   In  addition,  public  investment  in  education, 
electrical  power  and  telecommunications  was  expanded. 

The  budget  called  for  tax  cuts  of  around  0.9  percent  of  GDP.   The 
VAT  was  reduced  from  18  to  17  percent,  the  overseas  travel  tax 
and  the  4  percent  exchange  rate  tax  on  service  imports  were 
eliminated,  and  the  corporate  tax  was  reduced  from  40  percent  to 
39  percent. 

The  1993  budget's  indicative  plan  for  1994  and  1995  held 
government  expenditure  constant,  which  meant  that  government 
spending  would  continue  to  decline  relative  to  GDP.   The  plan 
called  for  stabilizing  real  defense  spending  and  public 
administration  at  their  1993  levels,  while  maintaining  the 
increase  in  infrastructure  investments  obtained  in  1993. 
Transfer  payments  and  housing  expenditures  were  projected  to 
decline  as  immigration  stabilizes. 

D.   The  1994  Budget;   In  July  1993,  the  GOI  cabinet  voted  to 
raise  the  1994  domestic  deficit  ceiling  to  3  percent  of  GDP  from 
the  2.2  percent  ceiling  originally  set  out  in  the  Deficit 
Reduction  Law.   The  Law's  target  for  eliminating  the  deficit  by 
1995  was  also  replaced  by  a  less  demanding  goal  of  a  continued 
trend  in  deficit  reductions.   The  Ministry  of  Finance  argued  that 
greater  spending  was  necessary  to  reduce  unemployment  and 
increase  immigration  levels.   The  bill  is  in  the  Knesset  awaiting 
approval. 

The  proposed  1994  budget  calls  for  expenditures  of  approximately 
$41  million  and  provides  for  sharp  increases  for  investment  in 
infrastructure  and  education.   In  real  terms,  the  1994  budget  is 
13.5  percent  larger  than  the  original  1993  budget.   While  the 
overall  deficit  is  3.6  percent  of  GDP,  the  domestic  portion  of 
the  deficit  (before  grants  of  credit)  is  held  to  the  proposed 
domestic  deficit  ceiling  of  3  percent  of  GDP.   Proceeds  from  the 
sales  of  public  sector  enterprises  are  expected  to  finance  nearly 
two-thirds  of  the  1994  domestic  deficit.   A  tax  reform  package 
was  also  included  which  reduces  taxes  by  lowering  marginal  income 
tax  rates  on  the  middle  class  and  providing  for  a  further  point 
reduction  in  the  corporate  tax  from  39  to  38  percent. 

IV.  Monetary  Policy,  Inflation  abd  the  Balance  of  Payments; 

A.   Money.  Exchange  System  and  Inflation;   Since  the  1985 
Economic  Stabilization  Program,  monetary  policy  has  focused  on 
achieving  financial  stability.   In  late  1991,  to  reduce 
inflationary  expectations  and  anticipations  of  sporadic  exchange 
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rate  devaluations,  the  Bank  of  Israel  moved  to  a  gradually 
adjusting  exchange  rate  system  with  a  preannounced  9  percent 
annual  rate  of  crawl.   Under  the  new  system,  the  daily  exchange 
rate  has  been  maintained  within  a  5  percent  margin  of  the 
midpoint  or  target  rate.   In  NovemJber  1992,  the  midpoint  was 
devalued  by  3  percent,  while  an  8  percent  target  rate  of  change 
was  announced  for  1993. 

In  support  of  this  new  exchange  policy  and  facilitated  by  a 
gradually  declining  government  requirement  for  domestic 
financing,  monetary  policy  has  become  significantly  more 
conservative  since  1990.   The  rate  of  monetary  creation  slowed 
from  over  30  percent  annually  in  1989  and  1990  to  around  20 
percent  in  1991  and  the  first  half  of  1992  before  accelerating  in 
the  latter  half  of  1992  in  an  attempt  to  spur  economic  activity. 
Recognizing  that  this  had  created  excessive  pressure  on  the 
exchange  rate,  the  monetary  authorities  have  since  returned  to  a 
more  moderate  rate  of  credit  and  monetary  expansion. 

The  monetary  and  exchange  rate  policies  over  the  past  several 
years  have  reduced  inflation  from  recurrent  annual  rates  of 
around  20  percenc  up  through  1991  to  9.4  percent  in  1992.   While 
inflation  in  early  1993  accelerated  to  around  12  percent,  a 
return  to  monetary  restraint  reduced  inflation  to  an  estimated 
11.5  percent  for  the  year. 

B.  Balance  of  Payments;   Monetary  and  exchange  rate  policies  have 
also  been  successful  in  improving  the  international 
competitiveness  of  Israeli  exports.   The  real  effective  exchange 
rate  (adjusted  for  consumer  prices  of  Israel  relative  to  those  of 
international  trading  partners)  depreciated  by  around  10  percent 
between  1989  and  the  end  of  1992,  thereby  restoring  the  level  of 
competitiveness  that  had  prevailed  in  1985.   The  improved 
competitiveness  in  part  explains  the  strong  12.7  percent  rebound 
of  exports  of  goods  and  services  in  1992,  particularly  tourism, 
from  the  Gulf  War-related  low  levels.   Continued  export  growth  at 
around  8  percent  a  year  is  projected  by  the  IMF  for  1993  through 
1997,  assuming  export  competitiveness  is  maintained. 

While  imports  of  goods  and  services  increased  by  9  percent  in 
real  terms  in  1992,  they  are  expected  to  slow  beginning  in  1993 
and  remain  below  export  growth  rates  in  the  medium-term.   With 
net  transfers  continuing  at  around  $6  billion,  the  current 
account  deficit  remains  stable  at  around  $1  billion  over  the 
1992-1997  period.   While  the  capital  account  was  negative  up 
through  1992,  it  shifted  to  an  anticipated  positive  $1.4  billion 
balance  in  1993  and  is  projected  to  remain  positive  over  the 
medium-term  as  Israel  utilizes  USG  loan  guarantees  of  up  to  $2 
billion  per  year  for  five  years  (1993-1998).   The  overall  balance 
of  payments  shifted  from  a  $1.2  billion  deficit  in  1992  to  an 
expected  surplus  of  $0.5  billion  surplus  in  1993.   A  continuing 
surplus  is  projected  for  the  medium-term.   Official  foreign 
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exchange  reserves  at  the  end  of  November  1993  stood  at  $5.9 
billion,   equivalent  to  just  over  four  months  of  imports.   This 
favorable  balance  of  payments  picture  is  heavily  dependent  on 
continued  stable  monetary  and  exchange  rate  policies. 

V.   International  Debt  Management 

The  shift  in  U.S.  assistance  to  Israel  from  loans  to  grants  in 
1985  and  the  refinancing  of  $4.5  billion  in  FMS  debt  in  1988-89 
have  contributed  to  a  reduction  of  Israel's  foreign  debt  burden. 
In  addition,  the  USG  housing  loan  guarantees  of  $400  million 
extended  in  1991  and  the  USG  $10  billion  loan  guarantee  program 
approved  in  October  1992  have  enabled  Israel  to  borrow  from  U.S. 
capital  markets  at  favorable  terms.   Debt  owed  directly  to  the 
USG  accordingly  declined  from  $10.3  billion  at  the  end  of  1987  to 
under  $3.8  billion  by  the  end  of  June  1993. 

Since  1989,  there  has  been  only  a  modest  increase  in  Israel's 
gross  external  liabilities  to  $33.9  billion  at  the  end  of  1992, 
while  relative  to  GNP  these  liabilities  have  declined  from  72 
percent  in  1989  to  53  percent  in  1992.   Likewise,  Israel's  net 
external  liabilities,  which  are  net  of  the  commercial  banks'  and 
the  Bank  of  Israel's  international  reserves,  declined  modestly  to 
$15.6  billion  by  the  end  of  1992,  while  relative  to  GNP  these 
liabilities  declined  from  37  percent  in  1989  to  less  than  25 
percent  in  1992.   All  indicators  of  debt  service  further  reflect 
the  improving  ability  of  Israel  to  manage  its  external  debt, 
e.g.,  the  ratio  of  gross  debt  service  to  exports  of  goods  and 
services  declined  from  42  percent  in  1989  to  29  percent  in  1992, 
and  the  ratio  of  net  debt  service  to  exports  of  goods  and 
services  declined  from  35  percent  in  1989  to  22  percent  in  1992. 

Reflecting  Israel's  decreasing  debt  burden  and  the  improving 
geopolitical  and  economic  situation,  Standard  and  Poor's  upgraded 
its  implied  rating  of  Israel  from  BBB-  to  BBB  in  February  1993. 
A  June  1993  Salomon  Brothers  Inc.  report  argued  that  Israel's 
fundamental  credit  quality  is  higher  than  its  current  rating 
suggests.  "Comparisons  among  Israel  and  other  countries  point  to 
what  we  believe  is  a  serious  misrating  of  Israel.   The  Israeli 
economy  is  fundamentally  more  developed  than  those  of  other 
triple  B-rated  countries  and  many  single  A-rated  countries. 
Indeed,  the  United  Nations  Development  Program  (UNDP)  Human 
Development  Index  ranks  Israel  eighteenth  among  60  industrialized 
countries  based  on  a  combination  of  national  income,  life 
expectancy  and  educational  attainment.   Israel  ranked  just  below 
New  Zealand  (17)  and  Iceland  (11),  but  above  Italy  (21),  Ireland 
(22)  and  Portugal  (39).   In  addition,  purely  economic  indicators 
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demonstrate  that  Israel  compares  favorably  with  many  nations  with 
higher  sovereign  credit  ratings."* 

Furthermore,  external  financing  constraints  have  been 
dramatically  reduced  by  the  USG  loan  guarantee  program  approved 
October  1992.   The  terms  of  this  arrangement  allow  Israel  to 
borrow  up  to  $2  billion  a  year  under  the  program  for  the  next 
five  years.   Israel  borrowed  the  first  $1  billion  in  March  1993 
and  a  second  $1  billion  in  September  1993.   In  addition  to  the 
USG  guarantees,  private  creditors  are  expected  to  continue  to 
provide  around  $1  billion  annually,  mainly  via  State  of  Israel 
bonds.   Hence,  total  borrowing  from  abroad  is  likely  to  increase 
to  over  $3  billion  annually. 

VI.   Structural  Refom  Policies: 

Beyond  maintaining  a  stable  macroeconomic  environment, 
sustainable  rapid  growth  and  reduced  unemployment  will  require 
significant  intensification  of  efforts  to  structurally  reform  the 
economy.   In  particular,  there  is  a  need  for  an  accelerated 
privatization  program,  additional  financial  sector  refom, 
reduced  labor  market  rigidities,  and  continued  trade 
liberalization. 

A.   Privatization  Program;   The  GOI  privatization  program, 
initiated  in  1986,  was  designed  to  reduce  the  government's 
extensive  involvement  in  the  business  sector,  to  open  the  economy 
to  increased  competition,  to  improve  the  efficiency  of  state- 
owned  monopolies,  and  to  attract  direct  foreign  investment.   The 
State  has  been  intensively  involved  in  Israel's  highly 
centralized  economy,  especially  in  the  banking,  communications, 
electricity,  transportation  and  defense  sectors,  owning  a 
controlling  interest  in  around  170  companies.   The  GOI  considers 
about  85  of  these  enterprises  to  be  eligible  for  privatization. 
They  have  an  estimated  net  worth  of  $17  billion,  or  over  25 
percent  of  1992  GNP. 

Progress  to  date  in  implementing  the  privatization  program  has 
been  slow,  as  reflected  in  average  proceeds  from  privatization 
sales  of  less  than  $250  million  per  year  in  1991  and  1992,  or 
less  than  0.5  percent  of  GNP  per  year.   The  GOI  had  intended  to 
sell  around  20  companies  in  1992,  but  only  sold  7.   The  relative 
lack  of  progress  is  ascribed  to  the  need  for  structural  reforms 
to  precede  privatization,  to  legal  complications,  and  to  strong 
vested  interests  of  management  and  unions  within  the  state 
enterprises.   There  are  also  differences  of  opinion  within  the 
GOI  on  how  to  deal  with  the  larger  monopolistic  state 
enterprises. 


Salomon  Brothers,  Inc.,  "Israel:  Continuous  Improvement  in 
Credit  Fundamentals",  June  1993,  p.  9. 
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To  help  accelerate  the  privatization  process,  the  GOI  decided 
during  the  second  half  of  1992  to  provide  to  the  state 
privatization  agency  appreciably  higher  resources  in  terms  of 
funding  and  manpower.   Also,  the  Knesset  recently  passed  an 
amendment  to  significantly  enhance  the  ability  of  the 
privatization  agency  to  enforce  privatization  actions  within 
uncooperative  companies,  including  authority  to  dismiss  directors 
of  public  enterprises. 

In  spite  of  these  changes,  six  major  privatizations  which  were 
anticipated  in  the  government's  1993  budget  did  not  materialize, 
and  the  projected  $681  million  of  sales  proceeds  was  not 
realized.   A  much  more  aggressive  effort  is  called  for  if  the 
economy  is  to  be  substantively  reformed. 

B.   Financial  Sector  Reforms;   Until  the  late  1980s,  the  GOI 
intervened  in  almost  every  aspect  of  the  financial  markets 
because  of  its  interest  in  financing  large  budget  deficits  and 
directing  the  flow  of  financing  within  the  economy.   The 
principal  mechanisms  by  which  the  government  met  these  goals 
included  barriers  to  investment  abroad,  mandatory  purchase  of 
government  securities  by  institutional  investors  and  high  reserve 
ratios.   The  GOI's  role  in  the  banking  sector  increased 
dramatically  in  1983  when  it  was  forced  to  buy  the  plunging 
shares  of  Israel's  three  largest  banks  following  a  bank  scandal. 
Under  the  1983  Bank  Share  Arrangement,  both  ownership  and  full 
control  of  the  banks  would  have  officially  passed  to  the  GOI  in 
October  1993,  unless  the  banks  were  sold  or  transferred  to  the 
private  sector  before  then.   But  the  GOI  avoided  nationalization 
when  the  Knesset  approved  a  new  bank  shares  law  in  October.   The 
new  law  transferred  bank  shares  owned  by  the  government  to  trust 
companies.   It  also  created  a  special  commission  to  appoint  an 
independent  steering  committee  for  each  government-held  bank  to 
vote  the  government's  shares.   These  three  banks,  together, 
capture  over  90  percent  of  deposits.   Moreover,  they  control  over 
25  percent  of  a  number  of  key  industries  and  they  own  the  major 
domestic  insurance  companies,  mutual  funds,  pension  funds  and 
provident  societies. 

Israeli  financial  markets  have  been  significantly  liberalized 
over  the  past  several  years.   Bank  reserve  ratios  and 
requirements  to  hold  government  paper  have  been  reduced,  while 
the  cancellation  of  many  directed  credit  schemes  has  increased 
credit  to  the  private  sector.   In  addition,  most  restrictions  on 
borrowing  from  abroad  by  Israeli  residents  have  been  removed, 
domestic  enterprises  aure  permitted  to  invest  up  to  40  percent  of 
their  capital  abroad,  mutual  funds  are  permitted  to  hold  up  to  50 
percent  of  their  portfolio  in  foreign  assets,  and  individuals  are 
allowed  to  invest  directly  in  foreign-traded  securities.   This 
liberalization  has  increased  competition  within  the  domestic 
capital  market  and  in  particular  has  reduced  the  spread  between 
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deposit  and  loan  rates  from  over  30  percent  in  the  late  19808  to 
less  than  9  percent  by  the  end  of  1992. 

While  privatization  of  Israel's  banking  sector  -has  progressed 
slowly,  it  has  proceeded  at  a  faster  pace  than  industrial 
privatization  efforts.   Key  achievements  in  the  bank 
privatization  effort  include  sale  of  the  government's  24  percent 
stake  in  Israel  General  Bank  in  July  1992,  sale  of  its  42.5 
percent  share  holdings  in  Israel  Discount  Bank  Holding  Company  in 
November  1992,  sale  of  18  percent  of  Bank  Hapoalin  and  35  percent 
of  Union  Bank  in  May  1993,  sale  of  20  percent  of  Bank  Leujni  in 
August  1993,  and  sale  of  another  7  percent  of  Bank  Leumi  in 
November  1993.   The  effort  to  sell  United  Mizrachi  Bank  foundered 
when  the  Bank  of  Israel  refused  to  issue  the  successful  bidder  a 
license.   The  government  projects  total  proceeds  of  over  $1 
billion  from  bank  share  sales  for  1993  and  anticipates  that  40 
percent  of  government  bank  holdings  will  be  privatized  by  the  end 
of  1994. 

In  May  1993,  a  complementary  banking  reform  package  was  unveiled. 
The  draft  legislation  is  designed  to  prevent  conflicts  of 
interest  and  increase  competition  in  financial  services. 

Despite  significant  reforms,  much  needs  to  be  done  to  increase 
the  role  of  market  forces  in  the  allocation  of  capital.   With  the 
exception  of  mutual  funds,  institutional  investors  are  still 
barred  from  investing  in  foreign  securities.   Pension  plans  and 
provident  and  insurance  funds  are  required  to  invest  93  and  50 
percent  of  their  assets  in  government  bonds,  respectively. 
Excessive  management  and  ownership  ties  exist  between  financial 
and  non-financial  sectors  and  banking  remains  highly 
concentrated. 

C.   Labor  Market  Reform;   Israel's  basic  immigrant  absorption 
strategy  has  been  to  generally  abstain  from  direct  intervention 
in  the  labor  market  and  instead  to  focus  on  creating  an  economic 
environment  conducive  to  the  creation  of  private  sector  jobs. 
Among  the  measures  adopted  to  reduce  unemployment  has  been  a  wage 
subsidization  scheme  that  provides  subsidies  for  approximately 
30,000  new  employees  for  up  to  one-third  of  wages  for  the  first 
year  and  one-fourth  in  the  second  year.  (This  scheme  is  to  be 
discontinued  after  1993.)   In  addition,  the  national  employment 
insurance  premium  was  reduced  by  2  percentage  points  in  1991,  and 
the  employers'  tax  in  the  business  sector  was  eliminated  in  1992. 
In  an  effort  to  increase  labor  market  flexibility,  private  sector 
employment  agencies  were  authorized,  while  various  restrictions 
on  shift  work  were  reduced. 

In  spite  of  this  generally  sound  strategy,  structural  rigidities 
in  the  heavily  unionized  and  regulated  labor  market  significantly 
impede  an  expeditious  and  sustainable  reduction  in  unemployment. 
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Public  sector  wage  setting  policies,  linked  wage  agreements  and 
the  high  miniDum  wage  remain  areas  of  concern. 

Since  1989,  in  response  to  the  high  unemployment,  real  private 
sector  wages  declined  7  percent.   The  decline  in  real  wages  has 
been  more  pronounced  in  the  non-traded  goods  sector  of  the 
economy,  such  as  construction  and  services,  where  there  is  less 
unionization.   In  contrast  to  the  private  sector  wage  decline, 
public  sector  real  wages  increased  13/4  percent.   Given  the 
adverse  impacts  of  high  real  wages  on  export  competitiveness  and 
employment  expansion,  it  is  clear  that  the  GOI  needs  to  take  a 
firmer  stance  with  respect  to  union  wage  settlements,  especially 
in  the  pace-setting  public  sector.  ,  The  wage  structure  needs  to 
better  reflect  productivity  differentials,  and  government  wages 
should  be  delinked  from  those  in  the  public  enterprises. 

The  minimum  wage  law,  enacted  in  1987,  further  reduces 
flexibility  in  the  labor  market.   The  law  establishes  a  minimua 
wage  equivalent  to  45  percent  of  the  average  wage,  and  is 
adjustable  every  six  months  as  the  average  wage  increases.   The 
minimim  wage  is  currently  about  $6000  per  year.   Efforts  to 
adjust  the  law,  for  example  by  allowing  temporarily  lower  wages 
for  new  employees,  have  been  blocked  by  opposition  from  the 
powerful  Histadrut  union.   While  wage  subsidies  (discussed  above) 
are  a  way  around  this,  the  GOI  should  further  consider  revising 
the  minimum  wage  law. 

D.   Trade  Liberalization;   With  the  objectives  of  increasing 
domestic  competition  and  expanding  exports,  the  Israeli  economy 
has  increasingly  been  opened  up  to  international  trade.   Free 
trade  agreements  with  the  European  Community  since  1977  and  the 
United  States  since  1985  have  significantly  reduced  mutual  tariff 
levels.   Tariffs  on  approximately  40  percent  of  Israel's  imports 
from  the  EC  and  90  percent  of  imports  from  the  United  States  were 
either  eliminated  or  are  gradually  being  reduced  to  zero.   In 
1992,  Israel  also  signed  an  agreement  with  the  European  Free 
Trade  Area  (EFTA)  under  similar  conditions  as  the  EC  agreement. 

Israel  began  to  gradually  liberalize  trade  with  other  countries 
not  included  in  free  trade  agreements  in  1991.   Nearly  all 
quantitative  restrictions  on  non-agricultural  imports  were 
initially  replaced  with  tariffs  ranging  between  20  and  75 
percent,  with  higher  tariffs  added  for  such  products  as  wood  and 
textiles.   In  1992  maximum  tariffs  were  reduced  to  60  percent  for 
most  products  and  110  percent  for  wood  and  textiles.   All  these 
tariffs  were  p<^h«='^"1«"^  to  he   reduced  to  maximum  xates  of  8-12 
percent  over  a  period  of  5-7  years.   However,  succumbing  to 
pressures  from  domestic  producers,  in  the  spring  of  1993  the  GOI 
extended  the  textile  tariff  reduction  schedule  by  two  years. 

In  spite  of  the  progress,  significant  non-tariff  barriers  remain. 
Purchase  taxes  on  luxury  goods  ranging  from  25  to  100  percent 
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serve  effectively  as  tariffs  where  there  is  no  domestic 
production  of  the  good.   The  Israeli  customs  service  also 
artificially  raises  the  value  of  imports  to  determine  tariff 
duties  and  purchase  taxes.   While  the  GOI  has  agreed  to  eliminate 
this  practice,  it  has  not  acted  on  the  decision.   Also, 
widespread  quantitative  restrictions  on  agricultural  imports 
remain. 

VI.   Future  Challenges 

The  prospects  for  continued  Israeli  economic  growth  are  good  with 
the  policy  progress  that  has  been  made  since  1989.   The  GOI  has 
managed  the  supply-side  shock  of  massive  immigration  with  a  sound 
strategy  that  has  emphasized  improving  the  investment  environment 
rather  than  directly  intervening  in  the  labor  market. 
Macroeconomic  policy,  including  fiscal  and  monetary  restraint  and 
prudent  debt  management,  have  reduced  inflation  and  improved 
exchange  rate  stability  and  competitiveness,  facilitating  rapid 
economic  expansion.   Complementary  structural  changes,  including 
significant  capital  market  reforms,  increasingly  liberalized 
trade  with  the  United  States,  Europe  and  other  countries,  and 
declining  defense  spending,  have  improved  the  investment 
environment  and  increased  export  opportunities.   And  improved 
prospects  for  regional  peace  increase  the  likelihood  of  further 
defense  cuts  and  increased  interregional  trade,  significantly 
improving  the  prospects  for  continued  rapid  economic  growth. 

However,  to  take  full  advantage  of  these  opportunities,  the  GOI 
needs  to  adopt  a  much  more  aggressive  program  of  structural 
reform  than  it  has  to  date.    With  government  spending  at  over  50 
percent  of  GNP  and  indications  that  deficit  elimination  by  1995 
is  in  jeopardy,  a  much  more  ambitious  program  of  expenditure 
reduction  should  be  adopted.   The  slow  moving  privatization 
program  must  be  massively  accelerated  to  facilitate  private 
investment  and  enhance  productive  efficiency.   Financial  sector 
privatization  and  policies  supporting  greater  competition  within 
the  sector  need  to  continue  to  be  implemented.   The  GOI  also 
needs  to  adopt  a  much  more  aggressive  wage  negotiating  stance 
with  unions  within  government  and  the  public  enterprises,  and  to 
reduce  the  distorting  effects  of  the  minimum  wage.   Wage 
restraint  along  with  continued  exchange  rate  depreciation  are 
essential  for  export  competitiveness.   If  the  domestic  economy  is 
fully  to  gain  the  benefits  of  increased  external  competition, 
further  backsliding  on  tariff  reform  must  be  resisted,  the 
widespread  agricultural  quantitative  import  restrictions  must  be 
phased  out,  and  the  extensive  cartels  and  -monopolies  that  control 
the  distribution  of  imports  and  domestic  trade  must  be  broken. 
With  determined  macroeconomic  policies  and  more  purposeful 
implementation  of  needed  structural  adjustment  policies,  Israel 
can  continue  to  have  financial  stability,  sustainable  debt  levels 
and  rapid  growth. 
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ISRAELI  ECONOMIC  INDICATORS 

1989  ;999  1991  1992  1993 

Real  GDP  Growth  (%  change)  1.7  5.8  6.2  6.6  4.0 

Immigration  (thousands)  12  188  176  77  so 

Total  Employment  (%  change)  0.5  2.1  6.1  4.5  4.0 

Unemployment  Rate  (%)  8.9  9.6  10.6  11.2  10.5 

Money  Supply  (M-2)  Growth  (%)  30.9  36.8  19.9  24.9  n.a. 

Consumer  Price  Index  (end-year)  20.7  17.6  18.0  9.4  11.5 

Exchange  Rate  (SheJcels  Per  $)  1.92  2.02  2.28  2.46  2.82 

Balance  of  Payments  ($  Billion) 

Current  Account  Balance  1.2  0.6  -0.8  -1.2  -0.9 

Exports,  f.o.b.  11.2  12.3  12.2  13.4  15.0 

Imports,  c.i.f.  12.9  15.1  16.9  18.7  20.1 

Net  Services  -2.0  -2.3  -2.5  -1.8  -1.6 

Net  Transfers  4.9  5.7  6.4  6.0  5.8 

Capital  Account  Balance  -1.1  -0.8  -0.8  -1.9  I.4 

Overall  Balance  1.4  0.5  —  -1.2  0.5 

Debt  Owed  to  USG*  (S  Billion)  4.6  4.5  4.3  4.0  3.8 

Gross  External  Debt  ($  Billion)  31.5  32.8  33.0  33.9  n.a. 

As  *  of  GNP  72.1  64.7  56.9  53.3  55.5 
Debt  Service  as  %  of  Exports 

of  Goods  and  Services  42.0  36.8  36.2  29.2  n.a 

General  Government  {\   of  GNP) 
Expenditure 
Revenue 
Overall  Deficit  (=^r-r  Jrants) 

Doraes>i.ic  Component  ot  Deficit 

Foreign  Component  of  Deficit 


59.8 

58.8 

58.0 

56.5 

n, 

.3. 

53.6 

54.7 

53.8 

53.7 

n. 

.  a. 

-6.2 

-4.1 

-4.3 

-2.8 

n. 

.a. 

-8.1 

-6.7 

-7,1 

-5.6 

."• 

.  a. 

1.9 

2.6 

2.8 

2.9 

n. 

.  a . 

*   For  years  ending  June  30. 
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